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PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLI CY TITLE: GENERAL EXECUTI VE CONSTRAI NT

The executive director shall not knowi ngly cause or allow any
practice, activity, decision, or organizational circunstance which
Is either inprudent or in violation of comobnly accepted business
and professional ethics, state law, rules, and policies.

1. Wth respect to treatnment of staff, the executive
director shall not know ngly cause or allow any condition
or any conmunication which is wunfair, undignified, or
di srespectful .

2. In relating to the public and other governnental
entities, the executive director may not know ngly cause
or allow any action which is unfair, undignified, or

di srespectful. In addition, the executive director may
not allow any comrunications from the staff which are
i naccurate or fail to distinguish between fact and

per sonal opi ni on

3. Budgeting for any fiscal year or the remaining part of
any fiscal year shall not knowingly deviate materially
fromboard Ends priorities, or create fiscal jeopardy, or
fail to be derived fromthe biennial planning cal endar

4. Wth respect to the actual, ongoing condition of the
organi zation’s financial health, the executive director
may not cause or allow the devel opnent of fiscal jeopardy
or a material deviation of actual expenditures from board
priorities established in Ends policies.

5. Wth respect to providing information and counsel to the
board, the executive director may not permt the board to
be uni nf or med.

6. The executive director nmay not allow assets to be
unprot ected, inadequately naintained, nor unnecessarily
ri sked.

7. Conpensation and benefits for staff shall not deviate
from applicable state and federal law, including N. D
Adm ni strative Code, Chapter 4-07-02

A-1 (contd.)



PCLI CY TYPE: EXECUTI VE LI M TATI ONS

POLICY TITLE: GENERAL EXECUTI VE CONSTRAI NT

8. In order to protect the board from sudden

executive services, the executive director my not
fewer than two other executives famliar wth board and
chief executive issues and processes. The executive
director shall not fail to inform the Deputy Executive
Director and Supervisor of Fi scal Managenent

executive and board issues and processes.

9. The executive director will not allow a conflict

interest in the procurenment of goods and servi ces.

10. The executive director wll not operate the

wi thout a code of conduct for all R O Enployees.

code of conduct wll be a part of the
Adm ni strative Policy Manual .

Policy Inplenented: July 23, 1995.
Anended: January 22, 1999; Novenber 19, 1999.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLI CY TITLE: STAFF RELATI ONS

Wth respect to treatnment of staff, the executive director shal
not cause or allow any condition or any communication which is
unfair, undignified, or disrespectful.

Accordingly, the executive director nmay not:

1. Operate wthout personnel procedures which clarify
personnel rules for staff, provide for effective handling
of grievances, and protect against wongful conditions or
violate any state or federal |aw

2. Fail to provide staff with the opportunity to conplete an
enpl oynent termnation questionnaire and an exit
interview with the Supervisor of Internal Audit.

Policy I nplenented: June 23, 1995.
Amended: May 31, 1996.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLICY TITLE: RELATING TO PUBLI C AND GOVERNVENT

In relating to the public and other governnental entities, the
executive director may not cause or allow any action which is
unfair, undignified, or disrespectful. 1In addition, the executive
director may not allow any comuni cations fromthe staff which is
I naccurate or fails to distinguish between fact and personal

opi ni on.

Policy Inplenmented: June 23, 1995.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLICY TITLE: BUDGETI NG

Budgeting for any fiscal year or the remaining part of any fisca
year shall not deviate materially from board Ends priorities, or
create fiscal jeopardy.

Accordingly, the executive director my not cause or allow
budget i ng whi ch:

1. Contains too little information to enable credible
projection of expenses, cash flow, and disclosure of
pl anni ng assunpti ons.

2. Plans the expenditure in any fiscal year of nore funds
than are authorized by | egislative appropriation.

3. Reduces the level of service, or anticipates a reduction
in the Jlevel of service, of any Retirenent and
Investnment O fice program wi thout the prior approval of
the State Investnent Board.

Policy I nplenmented: June 23, 1995.
Anended: Novenber 2, 1997; June 26, 1998.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLICY TITLE: FINANCI AL CONDI TI ON

Wth respect to the actual, ongoing condition of t he
organi zation’'s financial health, the executive director may not
cause or allow the devel opnent of fiscal jeopardy or a naterial
devi ati on of actual expenditures fromboard priorities established
i n Ends policies.

Accordi ngly, the executive director may not:

1. Mke any expenditure that exceeds the appropriation
authority authorized by the North Dakota | egislature.

2. Create policies for paynment of adm nistrative obligations
that are in conflict with the policies of the Ofice of
Managenent and Budget .

3. Initiate a transfer of appropriation authority between
budget line itens w thout board and Emergency Conm ssion
approval .

4. A low appropriation expenditures to be nmade unless
reported on SAM S.

Policy Inplemented: June 23, 1995.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLICY TITLE: COMVUNI CATI ON AND COUNSEL TO THE BQOARD

Wth respect to providing information and counsel to the board,
the executive director may not permt the board to be uninforned.

Accordi ngly, the executive director may not:

1. Neglect to submt nonitoring data required by the board
(see policy on Mnitoring Executive Performance) in a
timely, accurate, and understandable fashion, directly
addressing provisions of the board policies being
noni t or ed.

2. Let the board be unaware of relevant trends, anticipated
adverse nedia coverage, nmaterial external and internal
changes, particularly changes in the assunptions upon
whi ch any board policy has previously been established.

3. Fail to advise the board if, in the executive director’s
opinion, the board is not in conpliance wth its own
pol i ci es on Gover nance Process and Boar d- St af f
Rel ationship, particularly in the case of board behavior
which is detrinental to the work rel ationship between the
board and the executive director.

4. Fail to marshal for the board as many staff and externa
points of view, issues, and options as needed for fully
I nformed board choi ces.

5. Present information in unnecessarily conplex or |engthy
form

6. Fail to provide a nmechanism for official board, officer,
or commttee conmunications.

7. Fail to deal with the board as a whole except when (a)

fulfilling individual requests for information or (b)
responding to officers or commttees duly charged by the
boar d.

8. Fail to report in a tinmely manner an actual or

antici pated nonconpliance with any policy of the board,
particularly Ends and Executive Limtations.

A-6 (contd.)



POLICY TYPE: EXECUTIVE LIMITATIONS

POLICY TITLE: COMMUNICATION AND COUNSEL TO THE BOARD

10.

Fail to inform the board in a timely manner of any
intention to hire or dismiss the Deputy Executive
Director.

Fail to keep the board informed concerning the
delegation of fiduciary authority to any staff member.
Every person to whom such fiduciary responsibility is
delegated is ultimately accountable to the board as to
the exercise and execution of the delegated authority.

Policy Implemented: June 23, 1995; November 19, 1999.




POLICY TITLE: ASSET PROTECTION

The executive director may not allow assets to be unprotected,
inadequately maintained, nor unnecessarily risked.

Accordingly, the executive director may not:

1.

10.

Fail to insure against theft and casualty losses to at
least 80 percent replacement value and against liability
losses to board members, staff, or the organization itself
in an amount greater than the average for comparable
organizations.

Allow non-bonded personnel access to funds.

Subject plant and equipment to improper wear and tear or
insufficient maintenance.

Unnecessarily expose the organization, its board, or staff
to claims of liability.

Fail to protect intellectual property, information, and
files from loss or significant damage.

Receive, process, or disburse funds under controls which
are insufficient to meet the state auditor's standards.

Invest or hold operating capital in a manner that is
inconsistent with state law or board policy.

Acquire, encumber, or dispose of real property.

Endanger the organization's public image or credibility,
particularly in ways that would hinder its accomplishment
of mission.

Deviate from the investment process set by the State
Investment Board (SIB) as contained in the board's policy
on investments.

Policy Implemented: June 23, 1995.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLICY TITLE: COVPENSATI ON AND BENEFI TS

Conpensation and benefits for staff shall not deviate from
applicable state and federal law, including N.D. Admnistrative
Code, Chapter 4-07-02.

Accordingly, the executive director nmay not:

1. Change the conpensation and benefits of any program
officer reporting directly to the SIB

2. Promse or inply permanent or guaranteed enpl oynent.

Policy I nplenented: June 23, 1995.
Anended: January 22, 1999; Novenber 19, 1999.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLICY TITLE: CONFLICT OF | NTEREST

The executive director will not allow a conflict of interest in
t he procurenent of goods and services.

"Conflict of Interest"” nmeans a situation in which a board nenber
or staff nmenber has a direct and substantial personal or financial
interest in a matter which also involves the nenber’s fiduciary
responsibility.

Policy Inplenented: June 23, 1995.
Amended: January 22, 1999.




PCLI CY TYPE: EXECUTI VE LI M TATI ONS

POLICY TITLE: CODE OF CONDUCT

The executive director will not operate the office w thout a code
of conduct for all R O enployees. This code of conduct shall be a
part of the office Admi nistrative Policy Manual .

Policy Inplenmented: June 27, 1997.

A-10



PCLI CY TYPE: EXECUTI VE LI M TATI ONS
POLI CY TITLE: UNRELATED BUSI NESS | NTERESTS

In the pursuit of personal business interests, the Executive
Director will not allow a situation to exist that presents a
conflict of interest to the SIB investnent program nor shall
such activity be in violation of RIO Adm nistrative Policy 3.47,
Use of Ofice Facilities and Equi pnent.

Pol i cy | npl enmented: August 18, 2000

A-11
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PCOLI CY TYPE: GOVERNANCE PROCESS
PCOLI CY TITLE: GOVERNANCE COVM TMENT

The board, on behalf of benefit recipients and the other clients
who have entrusted their funds to us, wll:

e Lead the North Dakota Retirenent and Investnment Ofice
(RO with a strategic perspective.

* Rigorously attend to its investnent and oversight role.

e Continually inprove its capability as a body to define
val ues and vi sion.

Policy | nplenented: June 23, 1995.




PCOLI CY TYPE: GOVERNANCE PROCESS

POLI CY TITLE: GOVERNI NG STYLE

The board will govern with an enphasis on

Qutward vision rather than an internal preoccupation.
Encour agenent of diversity in viewpoints.

Strategic | eadership nore than adm nistrative detail

Cl ear distinction of board and executive director roles.
Col I ective rather than individual decisions.

Future rather than past or present.

Proactivity rather than reactivity.

The board will:

1.

Cultivate a sense of group responsibility. The board,
not the staff, wll be responsible for excellence in
governing. The board will be an initiator of policy, not
nmerely a reactor to staff initiatives. The board wl
use the expertise of individual nenbers to enhance the
ability of the board as a body, rather than to
substitute the individual judgnents for the board' s
val ues.

Direct, control, and inspire the organization through
the careful establishment of the Dbroadest witten
policies reflecting the board' s val ues and perspecti ves.
The board's major focus wll be on the intended |ong-
term inpacts outside the operating organi zation (Ends),
not on the admnistrative or programatic neans of
attaining those effects.

Enforce upon itself whatever discipline is needed to
govern wth excellence. Discipline wll apply to
matters such as attendance, policy-making principles,
respect of roles, and ensuring the continuity of
governance capability.

B-2 (Contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
POLI CY TITLE: GOVERNI NG STYLE

4. After speaking with one voice, self-police any tendency

to stray from adopted board governance poli cies. The
board will allow no officer, nenber, or commttee of the
board to hinder or be an excuse for not fulfilling its
comm t nent s. The board respects the right of any
menber, as an individual, to publicly disagree with an
adopted board policy. Board nenbers w Il accurately

portray board policies and deci sions.

5. Pronote continual board devel opnent through orientation
and nentoring of new nenbers in the board s governance
process and through periodic board discussion of process
I mprovenment. The board shall not delegate new nenber
governance orientation to the executive director or any
staff menber.

A. A board nentor, who is know edgeable and who
wi |l assune responsibility for assisting the new
menbers, will be assigned by the chairperson.

B. The new board nenber should read and study
Chapt er 21-10, North Dakota Century Code
(Section J of the SIB Policy CGovernance Manual
which governs the activities of the boards
represented on the SIB: Teachers’ Fund for
Retirenment Board, Public Enployees Retirenent
Systens Board, and the State |Investnent Board).

C. The board should receive a glossary of terns
used by the retirenent and pension fund
industry; i.e. Callan Associates Inc. - d ossary
of Terns.

D. Newly appointed or elected board nenbers should
becone famliar wth the Carver Model of
Covernance, since the SIB directs its activities
by this nodel. They should read Boards That
Make a Difference and study the policy manuals
that have been developed by the SIB and TFFR
Boar d.

B-2 (contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
POLI CY TITLE: GOVERNI NG STYLE

E. The board nenbers nust understand their roles as
trustees and fiduciaries, the Prudent |nvestor
Rul e, and Procedural Prudence.

A "new trustee book bag” containing the
Retirenment and Investnent O fice’'s Conprehensive
Annual Financial Report (CAFR) and reference
materi al s rel ating to boar d gover nance,

fiduciary conduct, and investnent rmanagenent
concepts and termnology and other appropriate
materials wll be nmade available to new
trust ees.

F. The executive director will provide the SIB with
a list of periodicals available which would
provide current information on pension issues.
The board nenbers wll review and request

subscriptions to appropriate periodicals.

6. Mnitor and regularly discuss the board s process and

performance. Self-nonitoring will include conparison of
board activity and discipline to policies in the
Gover nance Process and Boar d- St af f Rel at i onshi p

cat egori es.

7. (oserve Robert's Rules except where the board has
super seded t hem

Policy Inplemented: June 23, 1995.
Amended: June 28, 1996; Novenber 19, 1999, January 26, 2001.




POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD JOB DESCRIPTION

The function of the board is to make certain contributions that
lead RIO toward the desired performance and ensure that it occurs.
The board’s specific contributions are unique to its trusteeship
role and necessary for proper governance and management.

Consequently, the "products" or contributions of the board shall
be:

1. The 1link between the SIB, its investment clients, and
benefit recipients.

2. Written governing policies that, at the broadest levels,
address:

A. Ends: Organizational products, impacts,
benefits, outcomes, recipients, and their
relative worth (what good for which needs at
what cost) .

B. Executive Limitations: Constraints on executive
authority which establish the prudence and
ethics Dboundaries within which all executive
activity and decisions must take place.

C. Governance Process: Specification of how the
board conceives, carries out, and monitors its
own task.

D. Board-Executive Director Relationship: How
authority is delegated and its proper use
monitored: the executive director’s role,

authority, and accountability.

3. The assurance of executive director performance against
above policies 2a and 2b.

4. Legislation necessary to achieve the board’s Ends.

Policy Implemented: June 23, 1995.




POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: CHAIRPERSON'S ROLE

The chairperson's primary responsibility 1is to insure the
integrity of the board's process. The chairperson is the only
board member authorized to speak for the board other than in
specifically authorized instances.

1. The duty of the chairperson is to see that the board
operates consistent with state law, administrative rules,
and its own policies.

A. The board agenda will be the responsibility and
be coordinated by the chairperson.

B. Meeting discussion content will only be those
issues which, according to board policy, clearly
belong to the Dboard and not the executive
director, or in a board member's opinion, may
deal with fiduciary responsibilities.

C. Deliberation will be fair, open, and thorough,
but also efficient, timely, orderly, and brief.

D. The chairperson shall appoint a parliamentarian.
2. The authority of the chairperson consists in making

decisions that fall within the topics covered by board
policies on Governance Process and Board-Executive

Director Relationship, except where the board
specifically delegates portions of this authority to
others. The chairperson 1s authorized to wuse any
reasonable interpretation of the provisions in these
policies.

A. The chairperson 1is empowered to chair board
meetings with all the commonly accepted
authority of that ©position (e.g., ruling,
recognizing) .

B. The chairperson has no authority to make
decisions about policies created by the board
within Ends and Executive Limitations policy

areas. Therefore, the chairperson has no
authority to supervise or direct the executive
director.

B-4 (contd.)



POLICY TYPE:

GOVERNANCE PROCESS

POLICY TITLE: CHAIRPERSON'S ROLE

The chairperson may represent the board to
outside parties in announcing board-stated
positions and in stating chairperson decisions
and interpretations within the area delegated to
the chairperson.

The chairperson 1is authorized, in consultation
with the RIO Executive Director, to grant
approval for international travel by SIB members
and to keep the Dboard informed on travel
requests.

Policy Implemented: June 23, 1995.
Amended: August 17, 200L1.




POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD COMMITTEE PRINCIPLES

Unless specifically provided Dby governance policy, board
committees will be assigned so as to minimally interfere with the
wholeness of the board’s job and so as never to interfere with
delegation from board to executive director. Board committees will
be used sparingly.

1. Board committees are to help the board do its job, not to
help the staff do its job. Committees ordinarily will
assist the board by preparing policy alternatives and
implications for board deliberation. Board committees are
created to advise the board, not the staff.

2. Board committees may not speak or act for the board
except when formally given such authority for specific
and time-limited purposes. Expectations and authority
will be carefully stated in order not to conflict with
authority delegated to the executive director.

3. Board committees cannot exercise authority over staff,
however, committees will make requests of staff through
the executive director unless staff is assigned to the
committee. Because the executive director works for the
full board, he or she will not be required to obtain
approval of a board committee before an executive action.
In keeping with the ©board’s broader focus, board
committees will normally not have direct dealings with
current staff operations.

4. Board committees are to avoid over-identification with
the committee’s assignment. Therefore, a board committee
which has helped the board create policy will not be used
to monitor organizational performance on that policy.

3. This policy applies only to committees which are formed
by board action, whether or not the committees include
non-board members. It does not apply to committees
formed under the authority of the executive director.

4. The chairperson will appoint board committees authorized
by the board. The operational 1life span of a board
committee will be defined at the time of appointment.

Policy Implemented: June 23, 1995.
Amended: November 22, 1996.




PCOLI CY TYPE: GOVERNANCE PROCESS
PCLI CY TITLE: STANDI NG COW TTEES

The board’s standing conmmttee is that which is set forth in this
policy as follows:

1. Audit Commttee
A. The audit conmttee shall operate under the
terns of a charter approved by the board.

| NTRODUCTI ON

An Audit Conmttee has been established as a standing commttee of
the State Investnent Board (SIB). The Audit Conmittee will assist
the SIB in carrying out its oversight responsibilities as they
relate to the Retirement and Investnment O fice (RO internal and
external audit prograns, including financial and other reporting
practi ces, i nt ernal controls, and conpliance wth | aws,
regul ati ons, and et hics.

The primary objective of the internal audit function is to assist
the SIB and nmanagenent in the effective discharge of their
responsi bilities. To this end, internal auditing wll furnish
them with analyses, appraisals, recomendations, and pertinent
I nformation concerning the activities revi ewed.

Functions and units within RO will be reviewed at appropriate
intervals to determne whether they are effectively carrying out
their responsibilities of planning, organizing, directing, and
controlling in accordance with SIB and nmanagenent instructions,
applicable laws, policies, and procedures, and in a nanner
consistent with both the R O objectives and high standards of
adm ni strative practi ce.

POLI CY OF THE STATE | NVESTMENT BQARD

The audit staff shall have full, free, and unrestricted access to
all RIO activities, records, property, and personnel relative to
t he subject under review The audit function will be conducted in
a manner consistent with acceptable professional standards and
coordinated with others to best achieve the audit objectives and
the RI O objectives.

B-6 (contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
PCLI CY TITLE: STANDI NG COW TTEES

The Internal Audit Services Unit is responsible for devel opi ng and
directing a broad, conprehensive program of internal auditing
within RO The Internal Audit Services Unit wll report
admnistratively to managenent and functionally to the Audit
Conm ttee of the SIB.

The RO wunit supervisors are responsible for seeing that
corrective action on reported weaknesses is either planned or
taken within 30 days fromthe receipt of a report disclosing those
weaknesses if known or applicable. The unit supervisors are also
responsi ble for seeing that a witten report of action planned or
conpleted is sent to the executive director. |If a plan for action
Is reported, a second report shall be nade pronptly upon
conpl etion of the plan.

Policy Inplemented: June 23, 1995.




POLI CY TYPE: GOVERNANCE PROCESS
POLI CY TITLE: ANNUAL BOARD PLANNI NG CYCLE

To acconplish its job outputs wth a governance style consistent
with board policies, the board will follow a biennial agenda which
(a) conpletes a re-exploration of Ends policies annually and (b)
continually inproves its performance through attention to board
education and to enriched i nput and deli beration.

1. A biennial calendar will be devel oped.

2. The cycle will conclude each year on the | ast day of June
in order that admnistrative budgeting can be based on
acconpl i shing a one-year segnment of the nost recent board
| ong-range vi si on.

A In the first three nonths of the new cycle, the
board will develop its agenda for the ensuing
one-year peri od.

B. Scheduled nonitoring wll be used to evaluate
and adj ust the annual agenda as needed.

3. Education, input, and deliberation will receive paranount
attention in structuring the series of neetings and ot her
board activities during the year.

A. To the extent feasible, the board will identify
those areas of education and input needed to
i ncrease the level of w sdom and forethought it
can give to subsequent choi ces.

B. A board education plan will be devel oped during
July and August of each year.

4. The sequence derived from this process for the board
pl anni ng year ending June 30 is as follows:

A July: El ection of officers, appoint audit
conmm ttee, plan annual agenda, begin to devel op
board education plan, and new board nenber
orientation.

B-7 (contd.)



POLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: ANNUAL BQOARD PLANNI NG CYCLE

B. August: I nvest nment Director review  of
i nvestment policies and investnent results,
establish investment work plan, add investnent
education to education plan, and continue new
board nenber orientation.

C. Cctober: Annual rneeting for evaluation of RO
vs. Ends policies and annual board eval uati on.

D. Novenber: I nvest ment Di rector report on
I nvest nent work plan.

E. January: During second year of the biennium
begin to develop Ends policies for the comng
bi enni um f or budget purposes.

F. February: | nvest nent Di rector report on
i nvest nent work plan.

Eval uati on of executive director.

G March: During first year of biennium set
budget gui delines for budget devel opnment.

H  My: | nvestnent Director report on investment
wor k pl an.

Policy Inplenmented: June 23, 1995; Novenber 19, 1999.




POLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: BOARD MEMBERS CODE COF CONDUCT

The followwing wll be the Code of Ethical Responsibility for the
S| B:

1. SIB nenbers owe a duty to conduct thenselves so as to
inspire the confidence, respect, and trust of the SIB
menbers and to strive to avoid not only professional
i mpropriety but also the appearance of inpropriety.

2. SIB nenbers should perform the duties of their offices
inpartially and diligently. SIB nenbers are expected to
fulfill their responsibilities in accord with the intent
of all applicable laws and to refrain from any form of
di shonest or unethical conduct. Board nenbers should be
unswayed by partisan interest, public sentinent, or fear
of criticism

3. Conflicts of interest and the appearance of inpropriety
shal |l be avoided by SIB nenbers. Board nenbers nust not
allow their famly, social, professional, or other
relationships to influence their judgnent in discharging
their responsibilities. Board nenbers nust refrain from
financial and business dealings that tend to reflect
adversely on their inpartiality or interfere with the
proper performance of their duties. If a conflict of
interest wunavoidably arises, the board nenber shal
i medi ately disclose the conflict to the SIB. A board
menber nust abstain in those situations where the board
menber is faced wth taking sone official action
regarding property or a contract in which the board
menber has a personal interest. Conflicts of interest
to be avoided include, but are not limted to: receiving
consideration for advice given to a person concerning
any matter over which the board nenber has any direct or
indirect control, acting as an agent or attorney for a
person in a transaction involving the board, and
participation in any transaction for which the board
menber has acquired information wunavailable to the
general public, through participation on the board.

B-8 (contd.)



PCOLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: BOARD MEMBERS CODE COF CONDUCT

"Conflict of Interest” neans a situation in which a
board nenber or staff nmenber has a direct and
substantial personal or financial interest in a matter
whi ch al so i nvol ves t he menber’ s fiduciary
responsibility.

4. The board should not wunnecessarily retain consultants

The hiring of consultants shall be based on nerit,
avoi di ng nepoti sm and preference based upon
considerations other than nmerit that may occur for any
reason, including prior working relationships. The

conpensation of spch consultants shall not exceed the
fair value of services rendered.

5. Board nenbers nust abide by North Dakota Century Code
21-10-09, which reads: "No nenber, officer, agent, or
enpl oyee of the state investnment board shall profit in
any manner from transactions on behalf of the funds. Any
person violating any of the provisions of this section
shall be guilty of a class A m sdeneanor."”

6. Board nenbers shall performtheir respective duties in a
manner that satisfies their fiduciary responsibilities.

7. Political contributions are regul ated under North Dakota
Century Code 16.1-08-03 and are not restricted under
this ethics policy.

8. Al activities and transactions performed on behal f of
public pension funds nust be for the exclusive purpose
of providing benefits to plan participants and defraying
reasonabl e expenses of adm nistering the plan.

9. Prohibited transactions. Prohibited transactions are
those involving self-dealing. Self-dealing refers to the
fiduciary’s use of plan assets or material, non-public
information for personal gain; engaging in transactions
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PCOLI CY TYPE: GOVERNANCE PROCESS
POLICY TITLE: BOARD MEMBERS CODE COF CONDUCT

on behalf of parties whose interests are adverse to the
pl an; or receiving personal consideration in connection
with any planned transaction.

10. Violation of these rules may result in an official
reprimand from the SIB. No reprimand may be issued
until the board nenber or enployee has had the
opportunity to be heard by the board.

Policy | nplenented: June 23, 1995.
Anended: January 22, 1999.




PCOLI CY TYPE: GOVERNANCE PROCESS

POLICY TITLE: ADM NI STRATI ON CF FI DUCI ARY AUTHORI TY

The board is responsible for:

1.

Proper exercise of fiduciary investnent authority by
Rl O

The determ nation of policies.

The investnent and disposition of property held in a
fiduciary capacity.

The direction and review of the actions of all officers,
enpl oyees, and commttees in the exercise of the board's
del egated fiduciary authority.

Policy Inplenmented: June 23, 1995.




EXHIBIT B-/

RECOMVENDATI ONS REGARDI NG SI B/ TFFR BOARD MEMBER EDUCATI ON

In order for a board nenber to function effectively as a
fiduciary of the funds they are charged with overseeing, it
is inportant for new and existing board nenbers to understand
their role and the termnology used in executing their
duties.

New board nenbers should commt to:

1. Attend a summary orientation at the Retirenent and
I nvestnment O fice wth the executive director and
the Public Enployees Retirenent Systemis executive
director, at which tinme they will be presented with
training and board materials contained in the "new
trustee book bag."

2. After f our to six nont hs, attend anot her
orientation neeting with the RO staff to becone
famliar with the roles of each staff entity.

Al board nenbers should commt to:

1. Be present for the duration of all regularly
schedul ed neetings and training sem nars schedul ed
for board educati on.

2. Attend the yearly investnent manager performance
review nmneetings. At least three board nenbers
shoul d be in attendance at each perfornance review.
Attendance will be scheduled on a rotating basis.

3. Attend the annual board planning retreat.

A. To participate in evaluating the board s
work of the previous year against the
stated Ends policies.

B. To assist in preparing the work plan for
the next year and devel oping the planning
cal endar.

C To plan for board education during the
next year’'s meetings.

D To plan for specific board education
wor kshops or training sem nars which make
use of manager and consul tant experti se.

4. Take responsibility as a nentor for new nmenbers.

B-1 (contd.)



5. Plan to attend at |east one educational sem nar,
synposi um  workshop, or conference per year on
i ssues of board or trustee concerns each year

| FE Conf erences

Callan Coll ege or Callan Conferences

NEA Trustee Conferences

NCTR

Conferences on specific board needs, i.e.

alternative investnments, real estate, asset
al | ocati ons.

6. Become famliar with how TFFR, RO, and the SIB fit
into the | egislative process.

7. The board chairperson should appoint a board nenber
to coordinate board education activities with the
executive director and staff.

Di scussion on how board will take charge of
Its business.

How wi || the board connect with its nmenbers?

Annual review and updating  of board
pol i ci es.

Checki ng policies against statutes.

Review for new board nenbers the board's
rol e.
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POLICY TYPE: BOARD-STAFF RELATIONSHIP

POLICY TITLE: CHIEF EXECUTIVE ROLE

The executive director, as chief executive officer, is accountable
to the Dboard acting as a body. The board will instruct the
executive director through these written policies, delegating to
the executive director the implementation and administration of
these policies.

Policy Implemented: June 23, 1995.




POLICY TYPE: BOARD-STAFF RELATIONSHIP

POLICY TITLE: DELEGATION TO THE EXECUTIVE DIRECTOR

All board authority delegated to staff is delegated through the
executive director.

1.

The board will direct the executive director to achieve
specified results, for specified ©recipients, at a
specified cost through the establishment of Ends
policies. The board will limit the latitude the executive
director may exercise in practices, methods, conduct, and
other "means" to the Ends through establishment of
Executive Limitations policies.

The executive director must use reasonable judgment in
the implementation or administration of the board’s Ends
and Executive Limitations policies; the executive
director is authorized to establish further policies,
make decisions, take actions, establish practices, and
develop activities.

The board may change its Ends and Executive Limitations
policies. By so doing, the board changes the latitude of
choice given to the executive director. If any
particular delegation is in place, the board and its
members will respect and support the executive director’s
choices, provided that the executive director’s choice 1is
consistent with the board’s fiduciary responsibility.

Only decisions of the board acting as a body are binding
upon the executive director.

A. Decisions or instructions of individual board
members, officers, or committees are not binding
on the executive director except 1in rare
instances when the board has specifically
authorized such exercise of authority.

B. In the case of board members or committees
requesting information, other than a public
record, or assistance without board

authorization, the executive director may refuse
such requests that require a material amount of
staff time or funds or is disruptive.
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POLICY TYPE: BOARD-STAFF RELATIONSHIP

POLICY TITLE: DELEGATION TO THE EXECUTIVE DIRECTOR

5. The executive director will be responsible for the
hiring, termination, and annual evaluation of all
employees of the Retirement and Investment Office.

Policy Implemented: June 23, 1995.
Amended: November 22, 1996; November 19, 1999.




POLICY TYPE: BOARD-STAFF RELATIONSHIP

POLICY TITLE: EXECUTIVE DIRECTOR JOB DESCRIPTION

As the board’s single official link to the operating organization,
the executive director’s performance will be considered to be
synonymous with the RIO’s total performance.

Consequently, the executive director’s job contributions can be
stated as performance in the following areas:

1.

Organizational accomplishment of the provisions of board
policies on Ends.

Organizational operation within the boundaries of
prudence and ethics established in board policies on
Executive Limitations.

Maintain accurate records of the proceedings of the SIB
and TFFR Board.

Policy Implemented: June 23, 1995.




POLICY TYPE: BOARD-STAFF RELATIONSHIP

POLICY TITLE: MONITORING EXECUTIVE PERFORMANCE

Monitoring executive performance is synonymous with monitoring
organizational performance against board policies on Ends and on
Executive Limitations. Any evaluation of the executive director’s
performance, formal or informal, may be derived only from these
monitoring data.

1. The purpose of monitoring is simply to determine the
degree to which board policies are being fulfilled.
Information which does not do this will not be considered
to be monitoring. Only a minimum amount of board time as
necessary will be devoted toward monitoring so that
meetings can best be used to create the future rather
than to review the past.

2. A given policy may be monitored in one or more of three
ways :

A. Internal report: Disclosure of compliance
information to the board from the executive
director.

B. External report: Discovery of compliance infor-
mation by a disinterested, external auditor,
inspector or Jjudge who 1is selected by and
reports directly to the board. Such reports
must assess executive performance only against
policies of the board, not those of the external
party unless the board has previously indicated
that party’s opinion to be the standard.

C. Direct board inspection: Discovery of
compliance information by a board member, a
committee, or the board as a whole. This is a
board inspection of documents, activities, or
circumstances directed by the board which allows
a "prudent person" test of policy compliance.

3. The Dboard will monitor each Ends and Executive
Limitations policy according to the following frequency
and method:
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POLICY TYPE: BOARD-STAFF RELATIONSHIP

POLICY TITLE: MONITORING EXECUTIVE PERFORMANCE

Quarterly internal reports for policies:

Staff Relations
Budgeting

Financial Condition
Investment Services
Investment Performance

Utj?’WID
INEWNT, NN

Annual external reports for policies:

Staff Relations
Budgeting

Asset Protection
Investment Services
Investment Performance

UUD?:D‘.'J’
INEVE NS N

Annual internal reports for policies:

A-1 General Executive Constraint

A-3 Relating to Public and Government
A-8 Compensation and Benefits

A-9 Conflict of Interest

4. The Executive Director will submit required monitoring
reports at regular meetings of the board. The board
will act on those reports by voting on one of the
following motions:

A. A motion to accept the report.

B. A motion to conditionally accept the report,
with a statement of the revisions or additional
information that is necessary for the report to
be accepted without condition.

The internal audit staff will Dbe responsible for
preparing an annual summary of the Dboard’s action
concerning required reports submitted by the Executive
Director, and the summary will be made available as a
part of the formal evaluation of the Executive Director.

5. Each March the board will conduct a formal evaluation of
the executive director/investment officer. This
evaluation will be based on accomplishments of Ends and
Compliance with Executive Limitations.

6. At the March board meeting, the chairperson will appoint
a three-member committee to review the board's evaluation
and make a recommendation to the full board concerning
salary for the executive director/investment officer.
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In making its recommendation, the committee will consider
job performance as evidenced by the annual summary of the
periodic monitoring reports, the Retirement and
Investment Office budget status, the annual Public
Pension System’s Compensation Survey, the annual National
Association of State Investment Officer’s survey, the
legislature’s approved salary  increases for state
employees, the North Dakota market compensation for
comparable positions, and other data or information
considered relevant by the committee.

The committee’s recommendation will be placed on the May
board meeting agenda for possible action by the board.
Final action by the board will be accomplished no later
than the June board meeting.

Policy Implemented: June 23, 1995.

Amended:

November 21, 1997; June 25, 1999; November 19, 1999;

January 28, 2000; February 25, 2000; February 23, 2001.
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PCLI CY TYPE: ENDS

POLICY TITLE: M SSI ON

The Retirenent and I nvestnent O fice exists in order that:

Pol i cy

SIB clients receive cost-effective investment services
directed at neeting their witten financial goals under
t he Prudent | nvestor Rule.

SIB clients receive investnent returns consistent wth
their witten investnent policies and market vari abl es.

Potential SIB clients have access to information regardi ng
the i nvestnment services provided by the SIB.

TFFR benefit recipients receive their retirenent benefits
in a cost effective and tinely manner.

TFFR nenbers have access to information which will allow
them to beconme know edgeabl e about the issues and process
of retirenent.

SIB clients and TFFR benefit recipients receive

satisfactory services from the boards and staff of the
of fice.

| npl ement ed: Cctober 27, 1995.
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PCLI CY TYPE: ENDS
POLI CY TITLE: ORGANI ZATI ONAL BENEFI G ARl ES

RIO beneficiaries (clients) are those which are statutorily
defined and those which have contracted for services under
statutory authority. Exhibit DI Ilists the organizationa
benefi ciari es.

Policy Inplenmented: Cctober 27, 1995.
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PCLI CY TYPE: ENDS

PCLI CY TITLE: | NVESTMENT SERVI CES

The Retirenent and I nvestnent O fice exists in order that:

1. SIB clients receive cost-effective investnent services
directed at neeting their witten financial goals under
t he Prudent | nvestor Rule.

A. Cost effectiveness neans the ratio of total R O
i nvest nent expenses to total assets under
managenent shall not exceed the Universe Mean of
the Cost Effectiveness Masurenent, Inc. (CEM
Annual  Survey. I nvest mrent expenses include
investnment office expenses, consultant fees,
noney nmanager fees, and nmaster custodi an fees.

Policy Inplemented: Cctober 27, 1995.
Anended: Novenber 22, 1996.
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SPALI CY TYPE: ENDS
POLI CY TITLE: | NVESTMENT PERFORMANCE

The Retirenent and I nvestnent O fice exists in order that:

1. SIB clients receive investnment returns consistent wth
their witten investnent policies and market vari abl es.

Policy Inplenmented: Cctober 27, 1995.
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PCLI CY TYPE: ENDS
POLI CY TITLE: | NFORVATI ON ON AVAI LABLE SERVI CES

The Retirenent and I nvestnent O fice exists in order that:

1. Potenti al SIB clients have access to information
regarding the investnent services provided by the SIB.

Policy Inplenmented: Cctober 27, 1995.
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POLI CY TYPE: ENDS
POLICY TITLE: RETI REMENT SERVI CES

The Retirenent and I nvestnment Office exists in order that:

1. TFFR  benefit recipients receive their retirenent
benefits in a cost-effective and tinely manner.

A. Retirement program performance quality wll be
nmeasured agai nst the Ends and retirenent
policies and adm nistrative rules adopted by the
Teachers’ Fund for Retirenent Board.

Policy I nplenented: Cctober 27, 1995.
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PCLI CY TYPE: ENDS
PCOLICY TITLE: | NFORVATI ON ON RETI REMENT SERVI CES

The Retirenent and I nvestnent O fice exists in order that:
1. TFFR nenbers have access to infornmation which will allow
them to beconme know edgeable about the issues and
process of retirenent.

Policy I nplenented: Cctober 27, 1995.
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PCLI CY TYPE: ENDS
POLICY TITLE: CUSTOVER SATI SFACTI ON

The Retirenent and I nvestnent O fice exists in order that:

1. SIB clients and TFFR benefit recipients receive satis-
factory services from the boards and staff of the
of fice.

A. The quality of services wll be assured by direct
board contact and by surveying clients and
beneficiaries at Jleast annually and pronptly
addr essi ng identified client/beneficiary
concerns.

Policy Inplenmented: Decenber 1, 1995.
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EXHIBIT D-I

ORGANIZATIONAL BENEFICIARIES

INVESTMENT CLIENTS:

Statutory:

~No Uk whR

Contract:

1.

Teachers' Fund for Retirement Board
Public Employees Retirement System Board
Workers Compensation Executive Director
State Insurance Commissioner

National Guard Adjutant General

Risk Management Fund

Health Care Trust Fund

Public Employees Retirement System Board
(Retiree Health Credit Fund & Group
Insurance Fund)

Job Service North Dakota Retirement Plan
Administrator and Trustee

Bismarck Police Pension Board of Trustees

Bismarck City Employee Pension Plan
Board of Trustees

State Treasurer (Veterans Post War Trust Fund)

North Dakota Association of Counties

(NDACo Fund & Program Savings Fund)

City of Bismarck Deferred Sick Leave Fund

City of Fargo - FargoDome Permanent Fund

ADMINISTRATIVE CLIENTS:

Statutory:

1.

Teachers' Fund for Retirement Beneficiaries



EXHIBIT D-1/

Governance Policy Monitoring Summary
Policy Method Responsibility Frequency
Ends
Investment
Investment Services External Consultant Annual
Internal Investment Officer Quarterly
Retirement Services Externa Actuary Annual
Internal Retirement Officer Quarterly
Executive Director
Limitations
Executive Constraint Internal Report Executive Director Annual
Internal Report Executive Director Quarterly
Staff Relations State Investment
Externd € nvestmen Annua
Board
Public Relations Internal Report Executive Director Annual
Internal Report Executive Director Quarterly
Budgeting .
Externd State Auditor Annua
Direct Board Review Biennial
Financial Condition Internal Report Executive Director Quarterly
Board Direct Board State Investment Annual
Communication Inspection Board
Asset Protection External Auditor Annual
Comp_en setion and Internal Report Executive Director Annua
Benefits
Conflict of Interest Internal Executive Director Annua
Code of Conduct Internal Executive Director Annua
Unrelated Business Internal Executive Director Annua
Interests




E. INVESTMENTS

Fiduciary Duties

Investment Process

Process Diagram

Key Program Entities and Responsibilities.

Investment Policy Dev. - Trust Funds
Investment Policy Dev. - Investment Pools.
Monitoring

Proxy Voting

Implementation - Investment Mgr. Selection
Implementation - Portfolio Rebalancing
Evaluation

Pension Trust Asset Allocation Policies.

Insurance Trust Asset Allocation Policies.

Performance Related Investment Manager Review.

Bank of North Dakota Match Loan Program.

EXHIBITS

Listing of Trust Funds
Listing of Program Entities.

Definition of Manager Styles
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PCLI CY TYPE: | NVESTMENTS
POLI CY TI TLE: FI DUCI ARY DUTI ES

By virtue of the responsibilities assigned to the SIB by North
Dakota Century Code Chapter 21-10, the nenbers of the SIB are

fiduciaries for ten statutory funds. Through contract ual
obligations, fiduciary responsibility extends to five additional
funds. Exhibit E-I lists the funds.

A fiduciary is a person who has discretionary authority or
managenent responsibility for assets held in trust to which another
has beneficial title or interest. The fiduciary is responsible for
knowing the "prudent requirenents” for the investnment of trust
assets. Renedi al actions nay be assessed against fiduciaries for
viol ations of fiduciary duty.

North Dakota state |aw provides broad fiduciary guidelines for the
SI B nenbers. NDCC 21-10-07 specifies that "the state investnent
board shall apply the prudent investor rule in investing for funds
under its supervision. The "prudent investor rule" neans that in
maki ng investnents, the fiduciaries shall exercise the judgnent and
care, under the circunstances then prevailing, that an institutiona
investor of ordinary prudence, di scretion, and intelligence
exercises in the managenent of large investnents entrusted to it,
not in regard to speculation but in regard to the permanent
di sposition of funds, considering probable safety of capital as well
as probabl e i ncone."

Procedural prudence is a term that has evolved to describe the
appropriate activities of a person (or persons) who act in a
fiduciary role. Court decisions to date indicate that procedura
prudence is nore inportant in assessing fiduciary activities than
actual portfolio performance. A fiduciary cannot be faulted for
maki ng the "wong" decision provided that proper due diligence was
per f or med.

The key to successfully discharging the SIB s fiduciary duties is
the establishnent of and adherence to proper due diligence
procedur es. Wiile not bound by ERI SA (Enployee Retirenent and
Income Security Act of 1974), the SIB wll wuse the procedural
prudence outlined by ERI SA as gui dance in developing its procedures:

1. An investnent policy nust be established for each fund and
must be in witing.
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PCLI CY TYPE: | NVESTMENTS

POLI CY TI TLE: FI DUCI ARY DUTI ES

N o A

Plan assets nust be diversified, unl ess under the
circunstances it would be prudent not to do so.

| nvest nent decisions nmust be nade with the skill and care
of a prudent expert.

I nvest ment performance nust be nonitored.

| nvest ment expenses nust be controll ed.

Prohi bited transactions nust be avoi ded.

An investnment nmanagenent consultant review shall be
conducted by the Request For Proposal (RFP) process at a

m ni mum of every two years beginning in 1999, and staff
W ll report/reviewresults to the board.

Policy | nplenented: Septenmber 20, 1995.
Anended: May 30, 1997; January 22, 1999.
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PCLI CY TYPE: | NVESTMENTS
POLI CY TI TLE: | NVESTMENT PROCESS

The SIB believes that an investnent program nust be built and
managed |i ke any good business, with a clear statement of m ssion
overall objectives, roles and responsibilities, and policies and
gui del i nes. Maj or issues to be faced by the SIB wll revolve
ar ound:

Asset allocation targets:

Setting appropriate benchmarks.

Fi nding the right managers.

Moni toring the program

Searching for appropriate new opportunities.

To ensure rigorous attention to all aspects of the investnent
program the SIB follows an established investnent process. Thi s
process, described by the diagram on the follow ng page, involves
t hree phases:

* Investnent policy devel opnent/nodification.
| nplenentation/ nonitoring.
e« Eval uation.

The first colum of boxes describes the policy devel opnment phase,
the mddle colum inplenentation/nmonitoring, and the last box on
right evaluation. Activities associated with internal entities are
shown al ong the top. Those associated with external entities are
shown along the bottom The mddle shows activities that internal
and external entities work on together.

Policy | nplenented: Septenber 20, 1995.
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INTERNAL ENTITIES

4

Specification of
Investment
Objectives,
Constraints, and
Preferences

Accounting

Auditing

‘ » Performance and

Asset Allocation
Reporting

Proxy Voting

Development of hsne'ewo" of nEﬂvaluatlon of
Asset Allocation > anagers anagers
and Investment . . .
Policy Portfolio Evaluation of

Rebalancing Costs

A

Liability Projections
Capital Market
Expectations

Accounting
Asset Allocation
and Asset/Liability Auditing
Optimizations

Performance

A lee——J»| Measurement and

Financial Trends

Tracking

Proxy Voiing

EXTERNAL ENTITIES
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PCLI CY TYPE: | NVESTMENTS

PCOLI CY TI TLE: KEY PROGRAM ENTI TI ES AND RESPONSI BI LI Tl ES

The key responsibilities of the entities involved in the investnent
program are:

Fund Gover ni ng Bodi es

1.
2.

()
w

Establish policy on investnent goals and objectives.
Establ i sh asset allocati on.

H re actuary.

I nvest funds entrusted by statute and contracted entities.

Set policies on appropriate investnments and investnent
practices for entrusted funds.

Approve asset allocation and investnent policies of
participating trust funds.

Report the investnment performance of the funds to each
fund’ s governing authority.

Hre and termnate noney nanagers, cust odi ans, and
consul tants.

| nvestnent O ficer and RIO Staff

| mpl enent i nvestnent policies approved by the SIB.

Provide research and admnistrative support for SIB
pr oj ect s.

Recommend i nvestnent regul ati ons appropriate for governing
the investnent of entrusted funds.

Assi st fund governing bodies in devel opi ng asset allocation
and i nvestnent policies.

Eval uat e noney manager adherence to investnent objectives.
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PCLI CY TYPE: | NVESTMENTS

PCOLI CY TI TLE: KEY PROGRAM ENTI TI ES AND RESPONSI BI LI Tl ES

Provide performance reports to the SIB and boards of
participating funds.

Recomend hiring or term nating noney managers, custodians,
consul tants, and ot her outside services needed to
ef fectively manage the investnent funds.

Devel op and nmintain appropriate accounting policies and
systens for the funds entrusted to the SIB.

| nvest nent Consul t ant

1

A T

7.

Act uary
1

Measure noney nmanager performance and nonitor adherence to
I nvest ment goal s, objectives, and poli cies.

Conduct annual evaluation of program policies and results,
and assist in devel opnent of annual work plan.

Assist in inplenentation of annual work plan.
Conduct asset allocation or asset/liability studies.
Conduct noney manager sear ches.

Assi st in devel opnent of investnent policies and nanager
structure and rebal anci ng gui del i nes.

Extension of staff for special projects.

Assi st fund governing bodies in developing benefit and
fundi ng polici es.

Measure actuarial soundness of plan.

Perform experience studies as requested by plan sponsor.
Provide liability projections as needed.
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PCLI CY TYPE: | NVESTMENTS

PCOLI CY TI TLE: KEY PROGRAM ENTI TI ES AND RESPONSI BI LI Tl ES

4. Provide liability projections as needed.

5. Conduct annual evaluation of program policies and results,
and assi st in devel opnment of annual work plan.

6. Assist in inplenentation of annual work plan.

Audi t or

1. Measure, validate, and offer an opinion on agency financi al
statenents and managenent.

2. Assist in developing appropriate accounting policies and
pr ocedur es.

3. Bring technical conpetence, sound business judgenent,
integrity, and objectivity to the financial reporting
process.

Mast er Cust odi an

1. Provide safekeeping of all securities purchased by managers
on behalf of the SIB.

2. Provide gl obal custody services.

3. Collect interest, dividend, and principal paynents in a
tinmely manner.

4. Provide for tinmely settlenment of securities transactions.

5. Price all securities and post transactions daily.

6. Miintain short-term investnment vehicles for investnent of
cash not invested by SIB nanagers. Sweep all rmanager
accounts daily to ensure all available cash is invested.

7. Provide nonthly, quarterly, and annual accounting reports
for posting to RIO s general | edger.

8. Manage a securities |l ending programto enhance incone.
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PCLI CY TYPE: | NVESTMENTS
PCOLI CY TI TLE: KEY PROGRAM ENTI TI ES AND RESPONSI BI LI Tl ES

9. Provide electronic access to accounting reports.

10. Provide other services that assist wth the nonitoring of
managers and i nvest nents.

Portfoli o Managers

1. Manage portfolios as assigned by the SIB.

2. Provide liquidity, as required, in a tinely and cost-
efficient manner.

3. Vote proxies.
4. Provide educati onal assistance to board.

Exhibit E-1l lists the key programentities.

Policy I nplenented: Septenber 20, 1995.




PCLI CY TYPE: | NVESTMENTS
PCOLI CY TI TLE: | NVESTMENT POLI CY DEVELOPMENT - TRUST FUNDS

Al funds wunder SIB managenent nust have a witten investnent
pol i cy. I nvestment policy forns the cornerstone of the managenent
of any investnment program A sound investnment policy ensures that
fund assets are managed in a disciplined process, based on |ong-term
fundanent al investnent principles.

For the larger, nore conplex trust funds, consultants are used to
assist in policy and asset allocation devel opnent. Thei r
specialized skills are needed to nodel and analyze the nany
variabl es that go into determ ning a proper asset allocation.

Policy developnent starts wth the specification of investnent
obj ectives, constraints, and preferences. Fund trustees nust
address a nunber of factors:

e Wat is the fund's objective(s)?

e Wiat is the board's tolerance for risk or threshold for
under - per f or mance?

e Wat are the fund's |liquidity needs and cash flow
characteristics?

« \Wat are the board's asset class preferences and
constraints?

« Wiat is the actuarial earnings assunption?
e Wiat are the legal or political considerations?
« Wat is the investnment tinme horizon?

Since the ultinmate objective of fund investnments is to provide for
the paynment of future capital needs, clains, or other nonetary
requirenents, it is essential that the investnent policy be
devel oped within the context of fund liabilities or spending policy.
The devel opnent of investnent policy, therefore, is always unique to
t he circunstances of each fund.
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Conpl ex actuarial nodels are used to quantify the liabilities of the
pension plans and W rkers Conpensation Fund. Internal entities
devel op cash flow forecasts for the smaller funds based on past
clains or anticipated expenditures.

Asset allocation optimzations are used to quantify the range of
future investnent outcones. I nvestment consultants contribute
needed expertise on capital mnarket expectations and in identifying
the risks associated with a particul ar asset allocation.

For sonme funds, the risk/return tradeoffs of alternative portfolios
are not well represented by expected returns and standard devi ati on.
More inportant are the expected results for required sponsor and
parti ci pant contributions and f unded ratios over time.
Asset/liability nodeling is the tool that allows the governing
boards to exam ne and assess the tradeoffs |eading to an appropriate
i nvest nent pol i cy.

The results of the optimzations are a description of the range of
financial results that mght realistically be expected to occur
These results provide the basis for determ ning an asset allocation.

I n accordance with NDCC 21-10-02.1, RIO staff works with each fund’'s
governing authority, and consultants as needed, to develop an
I nvestment policy, which includes an appropriate asset allocation
for each of the statutory funds. Contracted entities are
responsi ble for their own policy devel opnent.
Each policy, as a mninum wll include the follow ng information

1. Fund characteristics and constraints.

e An explanation as to the purpose of the portfolio and
its legal structure.

e Size of portfolio and the likelihood and anount of
future contributions and di sbursenents.

 Participant denographics.
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PCOLI CY TI TLE: | NVESTMENT POLI CY DEVELOPMENT - TRUST FUNDS

* Fiscal health of fund.
« Constraints.
* Uni que circunstances.
2 Responsibilities of SIB
3 | nvest ment obj ecti ves.
4. Standards of investnent performance.
5. Asset allocation policy and guidelines.
6. Evaluation and review.

Pol i cy I nplenmented: Septenber 20, 1995.




PCLI CY TYPE: | NVESTMENTS
PCOLI CY TI TLE: | NVESTMENT POLI CY DEVELOPMENT - | NVESTMENT POOLS

The SIB does no in-house investnment of funds. Al'l  investnent
activity is delegated to outside noney nmanagers. Wthin each asset
class there are nunerous nanager styles (i.e. market sector
speci ali zations) that nmay be enployed by the SIB to effect exposure
to the various asset classes. Exhibit E-l1Il lists and defines the
manager styles currently in use.

SIB investnent pool policy statenments will define the follow ng for
each asset cl ass:

1. Strategic objectives.
2. Performance objectives.
e Appropriate capital market benchmarks.

e Excess return targets, after paynent of investnent
managenent fees.

* Peer-group ranking.

* R sk characteristics.

e Termnation factors.
3. Portfolio constraints.

e Quality of securities/portfolio (security - BAA/
portfolio - AA).

e Quantity held (maximum in conpany/industry/econom c
sector).

e Oher specific restrictions if applicable (ADRs, 144A
securities, prohibited transactions, etc.).

4. Investnent structure.
* Percent of assets per nanager style.

* Ranges for rebal anci ng.
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5. Control procedures.
e Duties and responsibilities of the SIB
e Duties and responsibilities of noney managers.
e Reporting requirenents.

Pol i cy I nplenmented: Septenber 20, 1995.
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PCLI CY TI TLE: MONI TORI NG

The SIB will ensure that appropriate nonitoring nechanisns are in
place at all tinmes. The three basic nmechani sns are:

e« Accounting
« Auditing
* Performance Measurenent

The primary objective of these functions is to provide usefu

information to decision nakers (fiduciaries and |egislators). These
nonitoring functions are needed to keep track of assets and nanager
activity and to control the asset m x. Different aspects of these
activities will be conducted internally by RIO staff and externally
by the master custodi an, auditors, and investnment consultants.

Account i ng

The master custodian will provide RIO staff with such accounting
detail and at such frequency as the staff deens necessary to fulfil
the SIB s reporting requirenents.

From this information, RI O accounting staff wll generate nonthly
and annual financial statenents for each of the trust funds managed
by the SIB.

Audi ting

The North Dakota State Auditor is responsible for the external audit
of RO They may assign this responsibility to an outside firm
whi ch they select by way of the RFP process. This firm conducts an
extensive financial and managenent audit for each fiscal year. The
audited financial statenents are filed with the Legislative Audit
and Fiscal Review Conm ttee.

RI O has a dedicated internal audit function that reports to the SIB
Audit Comm tt ee. The internal audit function enconpasses both the
investment and retirenent divisions of ROQ The primary
responsibilities of investnment auditing wll include testing
interest and dividend paynents to ensure earnings are properly
received; determne conpliance with SIB policy, state law, and
applicable federal laws and regulations; test conpliance of
I nvest ment nanagers with proxy voting responsibilities; and review
security transaction costs.
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PCLI CY TI TLE: MONI TORI NG

Per f or rance Measur ement and Reporting

The third elenment of nonitoring entails neasuring the perfornmance of
the individual investnent managers and the total fund performance of
each of the funds under the SIB. The SIB will retain reputable
I nvestnent consultants or performance neasurenent services to
provi de conprehensive quarterly performance nmeasurenent infornmation

This information will include data on the capital markets, other
pl an sponsors, and other investnent managers. Performance results
for SIB accounts will be calculated fromdata provided by the master
custodi an and conpared to relevant capital market benchmarks, other
public funds, manager peer groups, and investnent goals specified in
the asset class investnent policy. Tine periods covered by the
report may vary but generally will include the nost recent quarter,
last 12 nonths, last three years, five years, and |longer tine
periods (as data is available).

RO staff wll use appropriate sources to conpile nonthly
performance reports for each of the funds under the SIB that show
recent performance and asset m x.

Policy I nplenented: Septenmber 20, 1995.
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PCQLI CY TI TLE: PROXY VOII NG

STATEMENT OF PCLI CY

It shall be the policy of the State Investnent Board (SIB) to vote
all proxies appurtenant to shares held in the various plans
adm ni stered by the Board, and to vote said shares in a nmanner that
best serves the systenis interests. Specifically, all shares are to
be voted with the interest of preserving or enhancing share val ue.
The Board endorses the Departnent of Labor opinion that proxies have
econom ¢ power which shareholders are obligated to exercise to
| mprove corporate perfornmance. The Board further recognized that
proxy issues are frequently conplex, requiring expert guidance;
accordingly, it has adopted procedures that enploy such experts.

The objectives of these policies are as foll ows:
1. Exercise the val ue enpowered in proxies.

2. Maintain or inmprove share value for the exclusive benefit of
the partici pants.

3. Achieve changes for the comobn good whenever these do not
conflict with the exclusive benefit objective.
PROCEDURES
DI STI NCTI ON OF RESPONSI Bl LI TI ES

Mast er Cust odi an

The systenis master custodian shall be responsible for
timely receipt and distribution of proxy ballots to the
appropriate investnent managenent institutions.

Manager s

The managers shall be responsible for promptly voting all
proxies pursuant to the Board’'s policies, and in keeping
wi th the managers’ best judgenents.
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Staff
Staff, in concert wth the master custodian and the
managers, shall be responsible for nonitoring the receipt
and voting of all proxies.
Board
The Board shall adm nister and enforce its policies. This
adm ni stration and enforcenent requires reporting from
responsi bl e persons, as discussed in the foll ow ng.

REPORTI NG

Mast er Cust odi an

The master custodian shall report nonthly in witing on all
pertinent proxy issues, including (1) receipt of proxy
material; (2) nature of issues; (3) due date; (4) nanes of
managers and dates forwarded; and (5) deficiency reports
covering proxies that should have been received but were
not .

Manager s

Managers shall report quarterly in witing on how proxies
have been voted, wth explanations given whenever the
Board’ s gui del i nes have not been fol | owed.

St af f
Internal audit staff shall report annually on the efficiency

of the process, the portion of total proxies that have
actually been voted, and conpliance with Board directives.
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GUI DELI NES

The Board believes that good corporate investnent decisions require
good corporate governance, and that social responsibilities cannot
be ignored in these decision processes. Accordingly, the practice
of faithfully voting with managenent will not be tolerated, nor wll
the "Wall Street Rule" which advocates the sale of shares if there
i s di sagreenent wth managenent.
In keeping with the Board's phil osophy, the nmanagers are encouraged
to vote for proposals that increase or enhance the follow ng, and
agai nst those that decrease or dimnish the sane:

* Health of the popul ation

« Environnmental conditions

« Managenent and Board accountability

e« Abolition of managenent entrenchnent

e Control of executive conpensation

» Sharehol der rights and ownership

« Fair |abor practices

Quidelines may be altered periodically by the Board as situations
warr ant .

Policy I nplenented: Septenber 20, 1995.
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POLI CY TI TLE: | MPLEMENTATI ON - | NVESTMENT MANAGER SELECTI ON

The SIB hires investnent nmanagers with the intention of maintaining
| ong- st andi ng rel ati onshi ps. Care is taken to select nmanagers for
defined roles based on their strengths in designated areas. The
hiring process is done in accordance with all applicable state and
federal |aws.

The selection process is a team effort involving the investnent
consultants, SIB nenbers, and RIO staff. A consultant is invaluable
in this activity due to the large volune of data that needs to be
collected, verified, and summari zed. Al so, their ongoing dial ogue
wi th noney managenent firns provides useful qualitative input.

Money managers nust neet the follow ng mnimm selection criteria
for inclusion in a nmanager search:

e« Mist be a registered investnent adviser, bank, insurance
conpany, or investnment conpany (nutual fund). Shoul d
provide ADV Part Il (registered investnent adviser)

prospectus (investnent conpany) or conparable informtion
(bank or insurance conpany).

 Provide at least five years of actual quarterly performance
data that is time weighted, a representative conposite of
accounts, and neets Al MR standards.

e Provide information that illustrates the key investnent
personnel have been together for at |east five years and the
capabilities of the firm can handle the current |evel of
i nvestnent activity.

 Able to articulate the firmis investnent strategies and
phi l osophy in a manner understandable by the Board, and
provide a statenment that the strategy has been followed for
at least five years.

« Disclose any pending or past litigation or censure.

e Be willing to acknow edge their fiduciary status in witing
(rmutual funds are exenpted fromthis requirenent).
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The follow ng steps will be followed in the sel ection process:

Develop a profile of the type of nanager needed. This is
based on the investnent goals and asset allocations.
Included in the profile are such things as: I nvest ment
style, five- and ten-year performance nunbers, nunber of
clients (in particular public funds), professional staff,
assets under managenent, clients |ost/gained over past year,
and f ees.

Consultant uses the profile to screen their data base for
managers that nmeet SIB criteria.

Consul tant reduces the group to the top 10-15 candi dates and
prepares a summary report. The report wll contain
perti nent data on each of the candi dates.

The SIB/commttee reviews the report with the consultant and
narrows the field to about five finalists.

Interviews are conducted with each of the finalists in
Bismarck. Al are required to bring the potential portfolio
manager to the interview Particular attention is paid to
gaining an wunderstanding of the investnent process and
determning the manager's conpatibility with the SIB's
gui del i nes and obj ecti ves.

When appropriate, the list of finalists is narrowed to two
or three, and on-site visits are made by staff and board
menbers to the candi dates' hone offices.

RIO staff, wth the help of the consultant and under
conmittee di rection, pr epar e a final report and
recomendation for the SIB

Manager (s) selected by the SIB are notified imediately by
RIO staff. Unsuccessful candidates are notified by
consul t ant .
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* Investnment nmanagenent contracts are reviewed and finalized,
sent to the Attorney General for approval, and executed.

e Accounts are set up at the naster custodian and on the
i nternal general |edger.

e Consultant is notified when to begin the nmeasurenment of the
i nvest nent performance of the manager(s).

Policy I nplenented: Septenmber 20, 1995.
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Portfoli o Rebal anci ng

The need to rebalance the portfolio can arise due to a new asset
allocation or because nmnmarket activity has driven the actua
distribution of assets away from the desired m x. To mnimze
transaction costs due to rebalancing, RIO works with the investnent
consultants to determne appropriate ranges around the target mXx
(which are specified in the policy statenment). R gidly adhered to,

such a policy is a valuable risk control tool. By naintaining asset
mx wthin reasonably tight ranges, the SIB avoids making
unintentional "bets" in the asset mx and avoids market-timng
deci si ons.

All of the funds the SIB oversees have an asset allocation wth
mnimum and maxinmum limts assigned. RIO s rebalancing policy
requires the asset mx to be determned at the end of each nonth. At
the end of each quarter, all portfolios deviating from the target
beyond the acceptable limts are rebal anced to target.

Policy I nplenented: Septenber 20, 1995.
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PCQLI CY TI TLE: EVALUATI ON

The SIB will follow an annual evaluation cycle for the investnent
program to ensure systematic review of investnent policies and
performance results and the developnent and inplenentation of
corrective action plans. Evaluation of the program seeks to answer
such questions as:

e« Are all investnent goals being net?

« Wat has worked and what has not?

« Have changes occurred in the capital markets, plan design
or board phil osophy to warrant changes in investnent policy?

« Are noney managers neeting our expectations?
e |Is continued confidence in the noney nanagers warranted?

« Are accounting practices sound and fair to participating
funds?

* Is service delivered in the nost cost-effective manner?
The SIB s consultants play a key role in helping to answer sone of
t hese questi ons. The external auditor's report provides insight on
accounting practices and cost effectiveness.

Eval uati on of Money Mnagers

Achi evenent of the SIB' s performance goal s hinges on the success of
the investnent strategies and noney managers it enploys. Eval uation
of each noney manager mnust consider the foll ow ng:

« Has the manager achieved the SIB s perfornance objectives?

 Has the firm adhered to the investnent philosophy for which
it was hired?

* Have there been any organi zati onal or personnel changes that
may negatively affect future perfornmnce?

« Are areas of concern being adequately addressed?
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e Can the manager perform well in the future, regardless of
whet her extraordi nary events, long-term perfornmance, and/or
short-term performance argue for term nation?

These criteria are assessed by quantitative and qualitative neans:
« Analyses provided by the investnent consultant.

 Annual neetings wth each manager in Bisnmarck to discuss
performance, investnment philosophy, organizational changes,
econom ¢ outl ook, and areas of concern.

Longer periods of tine are better than shorter time periods when
assessing a nmanager's perfornmance. | deal | y, performance should be
assessed over a market cycle. Mar ket cycles have varying |engths
but have historically averaged 5-7 years. The SIB will use a
m nimum five-year period to evaluate manager performance agai nst
| ong-term performance standards. Long-term performance standards
will be a market index that the manager has previously agreed to be
neasur ed agai nst .

Shorter-term performance standards will al so be established for each
noney nmanager. These standards will incorporate a mninmm three-
year neasurenent period and neasure the manager against a previously
agr eed-upon peer group or style market index.

Long-term perfornmance standards, short-term performance standards,
extraordinary events, and termnation factors will be incorporated
in the witten asset class investnent policies.

Eval uati on of Program Costs

Costs will be broken out by internal admnistration, investnent
consultants, naster custodian, and external nmanager fees. Reports
will detail this information by investnent pool, managers, and by
fund.

These costs will be conpared to other funds on an annual basis. The
nost reliable source of conparison currently available is the cost
survey prepared by the Canadian consulting firm Cost Effectiveness
Measur enent, |nc. The information contained in this survey is not
avai | abl e anywhere el se. Staff is encouraged to identify other
cost - conpari son sources.

Policy I nplenented: Septenber 20, 1995.
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POLICY TYPE: INVESTMENTS

POLICY TITLE: PENSION TRUST ASSET ALLOCATION POLICIES

The following are the asset allocations for the Pension Trust and
will be used to place assets with investment managers and portfolio
rebalancing:

DOMESTIC LARGE CAP EQUITY (30.1% of the total trust)

(<)

60% enhanced index, 15% structured growth, 15% structured value
and 10% core index.

DOMESTIC SMALL CAP EQUITY (9.9% of the total trust)
100% manager of managers
INTERNATIONAL EQUITY (14.7%)

60% large cap core active, 10% large cap concentrated, 10%
large cap index, 10% small cap value, 10% small cap growth

INTERNATIONAL EMERGING MARKETS (4.8%)
100% emerging markets fund
DOMESTIC FIXED INCOME (16.7%)

20% active core bonds, 10% convertible bonds, 10% BBB average
quality bonds, 25% passively managed bonds, 35% timberland

HIGH YIELD BONDS (5.8%)
100% active management
INTERNATIONAL FIXED INCOME (5.0)
100% active management (core)
REAL ESTATE (6.8%)

100% commingled real estate funds.
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POLICY TITLE: PENSION TRUST ASSET ALLOCATION POLICIES

PRIVATE EQUITY (4.8%)
CASH (1.5%)
100% in custodial bank short term investment fund (STIF).

Policy Implemented: September 20, 1995.
Amended: July 28, 2000, December 10, 2004.




POLICY TYPE: INVESTMENTS

POLICY TITLE: INSURANCE TRUST ASSET ALLOCATION POLICIES

The following are the asset allocations for the Insurance Trust and
will be used to place assets with investment managers and portfolio
rebalancing:

DOMESTIC LARGE CAP EQUITY (10.7% of the total trust)

60% enhanced index 15% structured growth, 15% structured value
and 10% core index.

DOMESTIC SMALL CAP EQUITY (5.3% of the total trust)
100% manager of managers

CONVERTIBLE BONDS (6.1% of total trust)
100% active core

INTERNATIONAL EQUITY (5.1% of the total trust)

80% large cap core active, 10% small cap value, 10% small cap
growth

DOMESTIC FIXED INCOME (43.4% of the total trust)

[+

50% passively managed bonds, 25% active core bonds, 25% BBB
average quality bonds

TIPS (20.9%)

100% Treasury Inflation Protected Securities
REAL ESTATE (5.7%)

100% commingled real estate funds
CASH (2.9% of the total trust)

100% in enhanced money market demand account.
Policy Implemented: September 20, 1995.

Amended: November 2, 1997; January 22, 1999, August 18, 2000,
December 10, 2004.




POLICY TYPE: INVESTMENTS

POLICY TITLE: PERFORMANCE RELATED INVESTMENT MANAGER REVIEW

The North Dakota State Investment Board (SIB) vrecognizes the
inherent importance of assessing an investment manager because of
performance. Thus, the following process of evaluation includes
quantitative and qualitative input. This procedure is structured to
assist the SIB in recognizing potentially distressed investment
managers, initiating a formal vreview process, and providing
guidelines for termination if necessary. Note: The “Manager
Review” terminology or concept is not meant to cause the manager to
make substantive changes in investment philosophy, style, or
strategies. Rather, it is intended to define a period of close
scrutiny of the manager’s activities, circumstances, and investment
results.

Factors which may result in a Manager Review:
Significant changes in organizational structure
Significant changes in investment philosophy

Significant deviation in portfolio management from stated philosophy
(style drift)

Substandard investment performance
Diminished confidence in manager
Manager Review Procedures:

Information is submitted to, or generated by, the Board which
initiates consideration of a Manager Review.

If warranted, the Board takes action to initiate a Manager Review.

Based on the situation and with input from the Investment Director,
the SIB suggests appropriate action to facilitate the Review. Action
may include telephone conferencing, local or on-site visits with
manager, investigation by consultants, appearance of manager before
a select committee of the SIB, or appearance of the manager before
the SIB.

Investment Director initiates investigation of situation based on
direction from SIB.
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The Investnent Director reports findings to SIB at a subsequent
neeti ng.

After considering findings of the Manager Review, SIB nay:

Renove manager from Revi ew status

Suggest additional action to facilitate Manager Revi ew

Rel i eve manager of duties
In the case where continued investigation is warranted, the
| nvest ment Director wil | report new i nformation and/ or
recomendations to the SIB as appropriate. It will be considered
the responsibility of the Investnment Director to maintain awareness
and consideration of the Review until the situation is resol ved.
It is inportant to recognize that situations occasionally arise of
such a serious nature that a Mnager Review process nust be
I mredi ately initiated. In such cases, the Investnent Director is
granted the authority to place an investnment manager under Review,
including the freezing of assets if necessary, and report on such
action at the next neeting of the State Investnent Board.

In every case, the Investnment Director is responsible for
docunenti ng the Manager Revi ew process including recognition of:

Reason of Manager Revi ew

Action taken to investigate the situation
Report on results of investigation

Report on resultant action taken by SIB

Notification of investigation and conclusions to nmanager and
consul tants

A conplete record of Manager Review activities and history shall be
mai ntai ned at the ND Retirenent and | nvestnent Ofice.

Policy Inplenmented: June 27, 1997.
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PCOLI CY TI TLE: BANK OF NORTH DAKOTA MATCH LOAN PROGRAM

The State Investnment Board has committed $40 million ($25 mllion
fromthe Pension Trust and $15 mllion fromthe Insurance Trust) to
the Bank of North Dakota Match Loan Program The purpose of the
programis to encourage and attract financially strong conpanies to
North Dakota. The program is targeted to manufacturing, processing
and val ue-added industries.

The SIB provides capital to the program by purchasing Certificates
of Deposit (CDs) from the Bank of North Dakota. The CD s are
guaranteed by the state, typically have seven to fifteen year
maturities and pay interest pegged to US Treasury notes.

The source of funding for CD s shall be determ ned by the |nvestnent
Director; that funding to be from the nost appropriate source
consistent with liquidity and relative yield and return objectives
and constraints.

Policy Inplenmented: April 24, 1998.
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INVESTMENT PERFORMANCE SUMMARY
JUNE 30, 2004

PENSION POOL PARTICIPANTS
Teachers' Fund for Retirement

Public Employees Retirement System
Bismarck City Employee Pension Fund
Bismarck City Police Pension Fund
Job Service of North Dakota

Subtotal Pension Pool Participants

INSURANCE POOL PARTICIPANTS
Workforce Safety & Insurance Fund
State Fire and Tornado Fund

State Bonding Fund

Petroleum Tank Release Fund
Insurance Regulatory Trust Fund
Health Care Trust Fund

State Risk Management Fund

State Risk Management Workers Comp
Veterans Cemetery Trust Fund
Veterans Post War Trust Fund

ND Assoc. of Counties (NDACo) Fund
NDACo Program Savings Fund

City of Bismarck Deferred Sick Leave
PERS Group Insurance

City of Fargo FargoDome Permanent Fund
Subtotal Insurance Pool Participants

INDIVIDUAL INVESTMENT ACCOUNT
Retiree Health Insurance Credit Fund

TOTAL

BENCHMARKS

S&P 500
Lehman Brothers Aggregate
90 Day T-Bills

EXHIBIT E-1

Rates of Return (net of fees)

Callan Public Plan Sponsors Database (Median)

* These funds do not have the specified years of history under SIB management.

Note: Asset allocation largely drives investment performance.
consideration return objectives, risk tolerance, liquidity constraints, and unique circumstances. Such considerations
must be taken into account when comparing investment results.

Each fund has a unique allocation that takes into

Market Value % Of Pool For Fiscal Year Ended 6/30 Annualized
2004 2003 2002 2001 2000 3 Years 5 Years
$1,361,531,889 49.0% 19.30% 2.28% -8.88% -7.00% 11.63% 3.60% 2.91%
1,305,721,372 47.0% 16.66% 5.46% -6.83% -3.95% 9.34% 4.66% 3.78%
26,372,319 0.9% 14.85% 6.14% -6.37% -1.99% 8.04% 451%  3.86%
12,817,920 0.5% 15.99% 5.32% -7.25% -3.18% 8.74% 4.25% 3.59%
73,302,237 2.6% 12.57% 5.70% -7.00% -3.05% 6.85% 3.43% 2.77%
2,779,745,737 100.0%
1,078,872,594 93.5% 9.62% 8.96% -1.68% 1.38% 12.22% 5.50% 5.97%
19,620,476 1.7% 7.25% 7.25% -2.24% 0.38% 11.65% 3.99% 4.74%
3,775,210 0.3% 7.52% 7.52% -2.74% 0.43% 11.60% 3.99% 4.73%
8,963,984 0.8% 7.05% 7.05% -241% -0.81% 13.13% 3.80% 4.65%
2,691,453 0.2% 6.74% 6.74% -1.92% 0.60% 11.71% 3.77% 4.66%
25,498,696 2.2% 2.91% -0.95% -2.24% * * * *
2,970,211 0.3% 8.09% 8.86% -2.56% 0.33% 2.58% 4.66% 3.37%
2,680,638 0.2% * * * * * * *
71,125 0.0% 1.20% 1.57% 2.41% 5.85% 6.05% 1.73% 3.39%
1,342,638 0.1% 20.47% -0.46% -16.82% -9.82% 2.94% -0.08% -1.53%
306,985 0.0% 12.43% 6.76% -469% -2.37% 12.79% 4.59% *
325,990 0.0% 12.42% 6.75% -457% -1.97% 12.36% 4.62% *
661,165 0.1% 8.91% 8.77% -1.16% 1.85% * 5.40% *
286,527 0.0% 1.20% 1.57% 2.41% 5.85% * 1.73% *
5,867,700 0.5% 12.38% * * * * * *
1,153,935,392 100.0%
29,855,161 100.0% 15.24% 3.39% -7.33% -7.65% 9.16% 3.36% 2.17%
$3,963,536,290
19.11% 0.24% -17.99% -14.83% 7.24% -0.70% -2.21%
0.32% 10.39% 8.63% 11.22% 4.57% 6.35% 6.95%
0.98% 1.52% 2.63%  5.88% 5.53% 1.71%  3.29%
14.96% 4.08% -5.28% -3.62% 10.04% 4.26% 3.75%



State Investment Board (SIB) Members 2004-2005:

EXHIBIT E-lI

PERS Board

Term
Position Incumbent Designation Expiration
Lt. Governor Jack Dalrymple Ex officio 12/31/08
State Treasurer Kelly Schmidt Ex officio 12/31/08
State Insurance Commissioner Jim Poolman Ex officio 12/31/08
Commissioner Gary Preszler Appointed N/A
University & School Lands
Executive Director Charles “Sandy” Blunt Appointed N/A
Workforce Safety & Insurance
Trustee, TFFR Clarence Corneil Appointed by 6/30/07
TFFR Board
Trustee, TFFR Paul Lofthus Appointed by 6/30/06
TFFR Board
Trustee, TFFR Mark Sanford Appointed by 6/30/05
TFFR Board
Trustee, PERS David Gunkel Appointed by 6/30/09
PERS Board
Trustee, PERS Howard Sage Appointed by 6/30/08
PERS Board
Trustee, PERS Ron Leingang Appointed by 6/30/09
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EXHIBIT E-lI

Retirement and Investment Office (RIO) Staff:

Position Incumbent Education/Experience

Executive Director Steve Cochrane, CFA | Master of Business Administration,
University of Florida, Bachelor of Science in
Business Administration, University of
Florida, Chartered Financial Analyst.
Employed by RIO in current position since
January 1997.

Investment Director

Fiscal and Investment Officer Connie Flanagan Bachelor of Science in Accounting,
University of Mary; employed by RIO since
March 1992; current position since
December 1997.

External
Function Firm Date Hired

Investment Consultant Callan Associates Inc. 4/84
Chicago, lllinois

Actuary (TFFR) Gabriel, Roeder & Smith 7/91
Dallas, Texas

Auditor Brady, Martz and Associates, P.C. 4/97
Bismarck, North Dakota
(through State Auditor's Office)

Master Custodian The Northern Trust Company 12/83

Global Custodian




EXHIBIT E-llI

SCHEDULE OF INVESTMENT CONSULTANTS AND RESULTS
PENSION POOL PARTICIPANTS

DOMESTIC LARGE CAP EQUITY:
Los Angeles Capital Management
Los Angeles Capital Management
LSV Asset Management
Northern Trust Global Investments
State Street Global Advisors
Strong Capital Management, Inc.
Westridge Capital Management, Inc.

TOTAL DOMESTIC LARGE CAP EQUITY

Standard & Poor's 500 Index

DOMESTIC SMALL CAP EQUITY:
SEI Investments Management Co.

TOTAL DOMESTIC SMALL CAP EQUITY

Russell 2000 Index

INTERNATIONAL EQUITY:
Bank of Ireland Asset Management
Capital Guardian Trust Company
Lazard Asset Management
State Street Global Advisors
Wellington Trust Company, NA
TOTAL INTERNATIONAL EQUITY
MSCI EAFE 50% Hedged Index

EMERGING MARKETS EQUITY:
Capital Guardian Trust Company
MSCI Emerging Markets Free Index

DOMESTIC FIXED INCOME:
Bank of North Dakota
Bank of North Dakota - CDs
WestLB Asset Management
RMK Timberland Group
Strong Capital Management, Inc.
Trust Company of the West
Western Asset Management Co.
TOTAL DOMESTIC FIXED INCOME
Lehman Brothers Aggregate Index

HIGH YIELD FIXED INCOME:
Loomis Sayles
Sutter/Wells Capital
TOTAL HIGH YIELD FIXED INCOME
Lehman Brothers High Yield Index

INTERNATIONAL FIXED INCOME:
UBS Global Asset Management
Brandywine Asset Management

TOTAL INTERNATIONAL FIXED INCOME

FOR PERIODS ENDED JUNE 30, 2004

Date Annualized Rates of Return
Style Initiated  Market Value 1Year 3Years 5 Years
Structured Growth 08/2003 $ 124,252,549 * * *
Enhanced Russell 1000 08/2000 151,404,350 18.80% 0.07% *
Structured Value 06/1998 130,618,542  29.86% 9.66% 8.77%
Enhanced S&P 500 08/2000 168,557,554 19.24% -0.05% *
S&P 500 Index 06/1987 85,342,145 19.11% -0.65% -2.15%
Enhanced S&P 500 08/2000 31,925,089 21.41% 0.20% *
Enhanced S&P 500 08/2000 158,950,399 19.64% -0.04% *
851,050,628  20.66% 0.33% -1.93%
19.11% -0.70% -2.20%
Mgr of Managers 06/2001 284,668,335 34.11% 6.58% *
284,668,335 34.11% 6.59% 7.63%
33.37% 6.24% 6.63%
Concentrated Core 03/2002 42,443,097 24.34% * *
Core 03/1992 210,698,235 25.83% -0.72%  2.09%
Small Cap Value 03/2002 45,532,908 45.12% * *
Core 03/1987 85,482,479 27.74% 0.70% -0.55%
Small Cap Growth 03/2002 44,281,417 43.17% * *
428,438,136  29.70% 250% 2.36%
25.74% -1.60% -1.35%
Core 08/1996 128,748,906  28.63% 9.61%  3.44%
33.51% 13.10% 3.27%
LB G/C Index 01/1988 91,477,539 -0.96% 6.94% 7.10%
Cert. of Deposit 02/1994 21,116,603 6.27% 597% 5.93%
Active Duration 02/1986 57,606,740 -0.01% 540% 6.70%
Timberland 06/2001 102,101,086  11.42% 14.57% *
Baa Average 11/1998 55,757,141 1.52% 6.53%  7.50%
Convertibles 06/1999 59,241,784  17.15% 0.95% 4.33%
Core Bonds 02/1986 58,695,299 2.19% 8.22%  8.60%
445,996,192 5.45% 6.66%  7.61%
0.32% 6.36%  6.95%
High Yield 04/2004 79,457,333 * * *
High Yield 04/2004 80,929,103 * * *
160,386,436 7.94% 6.93%  3.03%
10.32% 9.30%  5.06%
Core Non-U.S. 03/1989 63,765,990 8.30% 14.64%  6.88%
Core Non-U.S. 05/2003 66,111,172  10.09% * *
129,877,162 9.22% 14.85%  6.99%
7.60% 13.66%  6.84%

Salomon Brothers Non-US Gov't Bond Index
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SCHEDULE OF INVESTMENT CONSULTANTS AND RESULTS
PENSION POOL PARTICIPANTS (CONTINUED)
FOR PERIODS ENDED JUNE 30, 2004

Date Annualized Rates o
Style Initiated _Market Value 1Year 3 Years
REAL ESTATE:

Heitman/JMB Institutional Advisory Corp. Core Commingled 12/1987 31,472 1.45% -5.92%

INVESCO Realty Advisors Direct Equity 08/1997 82,519,633 6.73% 5.80%

J. P. Morgan Investment Mgmt. Inc. Core Commingled 10/1987 89,105,933 11.11% 7.64%
TOTAL REAL ESTATE 171,657,038 8.86% 6.69%
NCREIF Classic Index 10.82% 8.40%
PRIVATE EQUITY

Adams Street Partners (1.V.C.F. II) Diversified 03/1989 213,363 8.26% -10.68%

Adams Street Partners (1.V.C.F. Ill) Diversified 01/1993 1,029,644 28.91% 19.98%

Adams Street Partners (1998 Fund) Diversified 01/1998 3,309,545 9.41% -7.52%

Adams Street Partners (1999 Fund) Diversified 01/1999 5,522,903 14.67% -9.09%

Adams Street Partners (2000 Fund) Diversified 10/1999 9,171,285 11.19% -6.65%

Adams Street Partners (2001 Fund) Diversified 12/2000 4,233,167 6.64% -2.21%

Adams Street Partners (2002 Fund) Diversified 03/2002 1,970,080 14.42% *

Adams Street Partners (2003 Fund) Diversified 04/2003 330,720 -4.64% *

Adams Street Partners (1999 Non-U.S. Fund) Diversified 01/1999 2,787,485 21.08% 8.13%

Adams Street Partners (2000 Non-U.S. Fund) Diversified 01/2000 3,481,055 15.38% 5.70%

Adams Street Partners (2001 Non-U.S. Fund) Diversified 02/2001 2,176,357 16.63% 3.39%

Adams Street Partners (2002 Non-U.S. Fund) Diversified 05/2002 3,269,458 18.71% *

Adams Street Partners (2003 Non-U.S. Fund) Diversified 04/2003 774,779 -3.92% *

Adams Street Partners (2004 Non-U.S. Fund) Diversified 04/2004 149,946 * *

Adams Street Partners (B.V.C.F. IV) Diversified 05/1999 15,833,730 21.17% -9.85%

Coral Partners, Inc. (V.P. 1) Direct 06/1990 119,302 14.13% -16.27%

Coral Partners, Inc. (Fund V) Direct 03/1998 15,518,922 -31.07% -34.06%

Coral Partners, Inc. (Supplemental Fund V)  Direct 08/2001 1,389,288  30.44% *

Coral Partners, Inc. (Fund VI) Direct 07/2002 7,873,889 -21.72% *

Hearthstone Homebuilding Investors (MSIl)  Home Building 10/1999 899,981 29.05% 20.46%

Hearthstone Homebuilding Investors (MSIIl)  Home Building 09/2003 13,584,057 * *

Invest America (Lewis and Clark) Direct 02/2002 3,243,822 -71.73% *

Matlin Patterson Global Opportunities Fund  Distressed Debt 07/2002 22,654,631  13.00% *
TOTAL PRIVATE EQUITY 119,537,409 3.04% -13.22%
CASH EQUIVALENTS:

The Northern Trust Company STIF/STEP 07/1994 59,385,495 1.49% 1.99%
90 Day T-Bills 0.98% 1.71%
TOTAL PENSION POOL $ 2,779,745,737  18.13% 4.49%
Policy Target 16.53% 3.75%

* This manager/category has less than the indicated years under management due to addition of asset class or replacemen
investment managers during this time period.

The investment return calculations were prepared using a monthly time-weighted rate of return methodology in accordance w
AIMR's Performance Presentation Standards. Returns are shown before the effect of investment management fees, except
estate and alternative investments, which are shown net of fees.
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SCHEDULE OF INVESTMENT CONSULTANTS AND RESULTS

INSURANCE POOL PARTICIPANTS
FOR PERIODS ENDED JUNE 30, 2004

Date Annualized Rates of Return
Style Initiated Market Value 1Year 3Years 5 Years
DOMESTIC LARGE CAP EQUITY:

Los Angeles Capital Management Structured Growth 08/2003 $ 18,832,766 * * *

Los Angeles Capital Management Enhanced Russell 1000 04/2004 39,117,044 * * *

LSV Asset Management Structured Value 06/1998 19,075,881  30.96% 9.78% 8.83%

State Street Global Advisors S&P 500 Index 10/1996 11,474,238 19.06% -0.70% -2.20%

Westridge Capital Management, Inc. Enhanced S&P 500 04/2004 38,062,681 * * *
TOTAL DOMESTIC LARGE CAP EQUITY 126,562,610 21.64% 0.31% -1.19%
Standard & Poor's 500 Index 19.11% -0.70% -2.20%
DOMESTIC SMALL CAP EQUITY:

SEI Investments Management Co. Mgr of Managers 06/2001 62,424,927 33.80%  6.32% *
TOTAL DOMESTIC SMALL CAP EQUITY 62,424,927 33.80% 6.35% 6.81%
Russell 2000 Index 3337% 6.24% 6.63%
INTERNATIONAL EQUITY:

Capital Guardian Trust Company Core 04/1997 45,989,201 26.26% 0.21% 1.08%

Lazard Asset Management Small Cap Value 11/2002 6,320,196 44.62% * *

The Vanguard Group Small Cap Growth 06/2003 6,047,758  46.15% * *
TOTAL INTERNATIONAL EQUITY 58,357,155 29.84% 1.57% 1.91%
MSCI EAFE 50% Hedged Index ** 2574% -1.60% -2.34%
CONVERTIBLE BONDS:

Trust Company of the West Sector Rotation 07/1990 70,434,811 17.90% 1.47% 4.32%
First Boston Convertible Index 14.16%  4.89% 5.75%
DOMESTIC FIXED INCOME:

Bank of North Dakota - CDs Cert. of Deposit 12/1996 28,975,400 355% 4.12% 4.79%
Bank of North Dakota LB G/C Index 07/1989 236,810,747 0.13% 7.16% 7.32%
Strong Capital Management, Inc. Baa Average Quality 04/2002 101,326,626 1.33% * *
Western Asset Management Co. Core Bond 07/1990 182,602,765 2.60% 7.97% 8.31%
TOTAL DOMESTIC FIXED INCOME 549,715,538 1.92% 7.77% 7.95%
Lehman Brothers Government/Credit Index -0.72%  6.74% 7.11%
TREASURY INFLATION PROTECTED (TIPS):

Northern Trust Global Investments Index 05/2004 119,335,818 * * *
Western Asset Management Co. Core 05/2004 121,247,269 * * *
TOTAL TIPS 240,583,087 * * *
Lehman Brothers US TIPS Index * * *
CASH EQUIVALENTS:

Bank of North Dakota Enhanced MMDA 07/1989 45,857,264 1.19% 1.73% 3.40%

90 Day T-Bills

TOTAL INSURANCE POOL
Policy Target

$ 1,153,935,392

0.98% 1.71% 3.29%

9.49%  549% 6.01%
7.17%  5.15% 5.32%

* This manager/category has less than the indicated years under management due to addition of asset class or
replacement of investment managers during this time period.
** Prior to September 2000, the benchmark for international equity was the MSCI EAFE Index (unhedged).

The investment return calculations were prepared using a monthly time-weighted rate of return methodology in accordance
with AIMR's Performance Presentation Standards. Returns are shown before the effect of investment management fees.
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PCLI CY TYPE: TFFR ENDS
POLICY TITLE: M SSI ON

The mssion of TFFR a trust fund, is to advocate for, develop
and adm nister a conprehensive retirenent program for all trust
fund nenbers within the resources avail abl e.

TFFR Board Adopted: My 25, 1995.
SI B Accepted: August 30, 1995.
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PCLI CY TYPE: TFFR ENDS

POLICY TITLE: GOALS

1. To provide a replacenent income equal to 60 percent of
the final average salary of a career enployee who has 30
or nore years of credited service

2. To provide ad hoc biennial benefit increases and 2%
guaranteed annual benefit increases to retired nenbers
and beneficiaries to provide incone protection and
assi st retirees in accessi ng af f ordabl e heal th
i nsurance.

3. To continue providing statew de preretirenent planning
servi ces and benefits counseling to nenbers.

TFFR Board Adopted: My 25, 1995.

SI B Accept ed: August 30, 1995.

TFFR Anended: August 29, 1996; March 6, 1998; Septenber 23, 1999;
January 25, 2001.
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POLICY TYPE: TFFR Ends

POLICY TITLE:

Plan Beneficiaries

TFFR beneficiaries are:
1. Plan Members:

a. Active - All persons who
North Dakota and who are

are licensed to teach in
contractually employed in

teaching, supervisory, administrative, or
extracurricular services:
Classroom Teachers
Superintendents, Assistant Superintendents, County
Superintendents
Business Managers
Principals and Assistant Principals
Special Teachers
Superintendent of Public Instruction, Assistant
Superintendents, and Supervisors of Instruction,

unless transferred to NDPERS

Professional

staff of State Board for Vocational

Education and Division of Independent Study

Other persons or

statutes

b. Annuitants
benefit:

Retirees
Disabilitants
Survivors/Beneficiaries

c. Inactive members:

Vested
Nonvested

2. Employers:
a. School Districts

b. State 1Institutions and

statutes

positions

agencies

authorized in state

- All persons who are collecting a monthly

defined 1in state

3. Other TFFR participating employers

TFFR Board Adopted: May 25, 1995.
SIB Accepted: August 30, 1995.

Amended: July 27, 2000; July 24, 2003.




POLICY TYPE: TFFR Ends

POLICY TITLE: Membership Data and Contributions

Ensure the security and accuracy of the members' permanent records
and the collection of assessments/contributions from every
governmental body employing a teacher.

Accordingly, the administrative means will be to:

1. Retain member documents applicable to the retirement
program.

2. Safeguard TFFR database files maintained on the state's
mainframe computer system.

3. Protect the confidential information contained in member
files.

4. Continue the development of the image processing system
as a means for storing and working with member
documents.

5. Collect the assessments and contributions from the

employers after the salary is earned by the member.

6. Monitor the employer reporting process including the
timely filing of information, consistency of month-to-
month data, and changes in the employer payment of
member assessments.

7. Review the individual member data and service credit
(transmitted with the payment) for accuracy.

8. Post and validate the data received from the employer to
the individual accounts.

9. Mail annual statements to every member.

10. Summarize the teacher data reported and notify the
employers of the year-to-date information.

11. Ensure that individuals employed as "teachers" in North
Dakota school districts, political subdivisions, and
state institutions are reported to TFFR in compliance
with the NDCC.

12. Provide publications and reporting instructions to
employers on TFFR.

13. Transfer the assessments and contributions to the
investment program in a timely manner.
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POLICY TYPE: TFFR Ends

POLICY TITLE: Membership Data and Contributions

Monitoring (Method, Responsibility, Frequency)
* Internal Report

- Disclosure of compliance to the Board from RIO's
internal auditors. The Internal Audit (IA) program is
designed to review the districts on a five-year cycle.

- Compliance for individual accounts is monitored
through internal audits of staff compliance with state
laws, rules, Board policy, and procedures.

* External Report

- Disclosure of compliance to the Board by RIO's
external auditors as a part of the annual audit.

- Disclosure of compliance to members through annual
statements.

TFFR Board Adopted: May 25, 1995.
SIB Accepted: August 30, 1995.
Amended: July 18, 2002




PCLI CY TYPE: TFFR ENDS
POLI CY TITLE: | NVESTMENTS

The Ends to be achi eved regarding the investnment of TFFR funds are
outlined in the Investnent Policy Statenent.

TFFR Board Adopted: Novenber 30, 1995.

SI B Accepted: February 23, 1996.

TFFR Board Amended: August 29, 1996, Novenber 18, 1999; July 27,
2000.
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POLICY TYPE: TFFR Ends

POLICY TITLE: Member Services

Provide direct services and public information to members of TFFR.

Accordingly, the administrative means will be to:

1.

10.

11.

12.

13.

Enroll, update, maintain, and certify all member
accounts.

Respond to member ingquiries on the retirement program.

Provide statewide Dbenefits counseling services to
members through one-on-one sessions.

Make group presentations and distribute information at
conferences and conventions throughout the state.

Coordinate and conduct preretirement and financial
planning programs for members on a statewide basis.

Certify eligibility for TFFR benefits and purchase of
service credit.

Calculate and process claims for refund, retirement,
disability, survivor, and OQDRO benefits, as well as
claims for purchasing credit.

Allow members to use all optional forms of payment under
the Level Income Plan (except Partial Lump Sum Option.)

Permit members to change designated beneficiaries in the
event of life occurrences identified in the
administrative rules.

Close retirement accounts of deceased teachers.

Develop and distribute information to the members on the
retirement program and related topics through
newsletters, annual reports, member handbooks,
brochures, and retirement planning guides/workbooks.

Support a nation-wide, toll-free telephone number for
members contacting the Fund.

Maintain a website for TFFR information to provide
members with a greater variety of access methods.
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POLICY TYPE: TFFR Ends

POLICY TITLE: Member Services

Monitoring (Method, Responsibility, Frequency)

e Internal Report

- Disclosure of compliance to the Board through internal
audits on compliance with laws, rules, and policies.

- Periodic presentations by staff at Board meetings.
» External Report

- Receive annual reports from Ileadership of groups
representing the plan®s beneficiaries.

- RI0"s annual audit by independent auditor.

- Written and oral communication with Board members from
teachers regarding payment and processing of benefit
claims.

TFFR Board Adopted: May 25, 1995.
SIB Accepted: August 30, 1995.
Amended: July 27, 2000; July 24, 2003.
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POLICY TYPE: TFFR Ends

POLICY TITLE: Account Claims

Ensure the payment of claims to members of TFFR.

Accordingly, the administrative means will be to:

1.

Pay retirement benefits based on a presumed final salary
for members retiring upon completion of their teaching
contract and whose final salary has not been reported to
TFFR.

Allow teachers receiving an annuity from TFFR to have
payroll deductions subtracted from their monthly
benefit, including, but not 1limited to: health, 1life,
and other insurance premiums payable to PERS, NDRTA
dues, NDEA-Retired dues, and federal and North Dakota
income tax withholdings.

Distribute payments for Dbenefit claims (annuities,
PLSOs, refunds, and rollovers) once per month.
Distributions including payments made by Electronic
Funds Transfers (EFT) will be mailed on the last working
day of the previous month payable on the first working
day of each month.

Distribute special payments for benefit claims in the
event of unforeseen c¢ircumstances (i.e. death, QDRO,
Court Order) .

Send new account notices and account change notices to
retired members.

Monitoring (Method, Responsibility, Frequency)

* Internal Report

- Disclosure of compliance to the Board through internal
audits on compliance with laws, rules, and policies.

- Periodic presentations by staff at Board meetings.

* External Report

- Disclosure of compliance to the Board through annual
audit by RIO auditors.

TFFR Board Adopted: May 25, 1995.
SIB Accepted: August 30, 1995.
Amended: July 27, 2000; July 24, 2003.
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PCLI CY TYPE: TFFR ENDS
POLI CY TITLE: TRUST FUND EVALUATI OV MONI TORI NG

Ensure actuarial consulting and accounting services are provided
to the retirement program The TFFR Board of Trustees will sel ect
t he i ndependent actuary for consulting and actuarial purposes and
direct a contract be executed by the Deputy Executive Director.

Accordingly, the adm nistrative neans will be to:

1. Have an annual actuarial valuation (July 1 to June 30)
reviewed or perforned on the retirenment program

2. Have an actuarial review of TFFR s actuarial valuation
perforned at |east every ten years by an independent
actuary.

3. Have an actuarial experience study perforned on TFFR
every five years.

4. Have an asset liability nodeling study perforned on TFFR
every five years.

5. Prepare financial statenents in accordance wth
generally accepted accounting principles for defined
benefit public pension plans.

6. Have an audit conducted annually in accordance wth
general ly accepted auditing standards (as established by
the Al CPA) by an independent auditor.

7. Receive an wunqualified opinion by the independent
auditor regarding the audited financial statenents.

8. Performinternal audits on the retirenent program which
provide the Board with reasonabl e assurance that TFFR is
being adm nistered in conpliance with federal and state
| aws, adm ni strative rul es, Boar d policy, and
est abl i shed procedures.

Moni toring (Method, Responsibility, Frequency)
I nternal Report

- Disclosure of conpliance to the Board through periodic
presentations by staff at Board neetings.

Ext ernal Report

- Disclosure of conpliance to the Board through annual
audit and actuarial reports.

TFFR Board Adopted: My 25, 1995.
SI B Accepted: August 30, 1995.
TFFR Board Anended: July 27, 2000.
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EXHIBIT F-I

PLAN CHARACTERI STI CS

The Teachers’ Fund for Retirenent (TFFR) was established in
1913 to provide retirenent incone to public educators. TFFR
is a qualified defined benefit public pension plan covered
under Section 401(a) of the Internal Revenue Code. The North
Dakota Century Code (NDCC) Chapter 15-39.1 contains the
actual |anguage governing the Fund and is supplenmented by
Title 82 of the North Dakota Adm ni strative Code.

The responsibility for admnistration of the TFFR benefits
program is assigned to a seven-nenber Board of Trustees
(Board). The Board consists of the State Treasurer, the
Superintendent of Public Instruction, and five nmenbers
appoi nted by the Governor. The appointed nenbers serve five-
year ternms which end on June 30 of alternate years. The
appoi nted Board nenbers nust include two classroom teachers
or guidance counselors, a school admnistrator, and two
retired members.

The TFFR benefits program is admnistered through the
Retirement and Investnment Ofice (RO according to this
Statenent of Retirenent Policy.

TFFR s funds are invested under the direction of the State
I nvest ment Board (SIB) follow ng the "Prudent |Investor Rule."
The investnents nust be invested exclusively for the benefit
of the TFFR nenbers. Four of the TFFR Board nenbers serve as
voting nenbers on the 11- nenber SIB.

TFFR Board Adopted: My 25, 1995.
SI B Accepted: August 30, 1995.
TFFR Board Anmended: July 1, 1997.
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EXHIBIT F-I

TEACHERS' FUND FOR RETI REMENT RESPONSI BI LI TI ES

1. Establish policies for the admnistration of the TFFR
pr ogr ans.

2. Submt | egi sl ation, noni t or t he statutory
responsibilities of the TFFR prograns as outlined in the
NDCC, and promnul gate Adm ni strative Rul es.

3. Establish and nonitor actuarial assunptions used to val ue
the retirenent plan and to conduct periodic val uations.

4. Establish and nonitor retirement benefit and service
program goal s.

5. Establish and nonitor policy for investnent goals,
obj ectives, and asset allocation for the Fund.

Conmuni cat e and noni tor program expectations with the SIB.

TFFR Board Adopted: My 25, 1995.
S| B Accepted: August 30, 1995.
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EXHIBIT F-III

STATE | NVESTMENT BQOARD RESPONSI Bl LI TI ES

To provide the staff and resources to carry out the Ends of the
retirenment programthrough R O

TFFR Board Adopted: My 25, 1995.
SI B Accept ed: August 30, 1995.
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G. TRUST FUND INVESTMENT GUIDELINES

Bonding

City of Bismarck Deferred Sick Leave
City of Bismarck Employees
City of Bismarck Police
Fargodome

Fire and Tornado

Health Care Trust

Insurance Regulatory

Job Service

ND Association of Counties
PERS

PERS Group Insurance

PERS Prefunded Health
Petroleum Tank

Risk Management

Risk Management Workers Comp
Teachers’ Fund for Retirement
Veterans Cemetary

Veterans Post War

Workers Compensation



NORTH DAKOTA STATE BONDING FUND

INVESTMENT POLICY STATEMENT

FUND CHARACTERISTICS AND CONSTRAINTS.

The State Bonding Fund (the Fund) was established for bonding public employees and
public officiais in accordance with Chapter 26.1-21 of the North Dakota Century Code
(NDCC). Some fees to the Fund are collected annuaily in the form of claims
repayments. However, the primary funding source for the Fund is investment retum.

A minimum balance of $2.5 million must be maintained at all times. |f reserves drop
below this statutory minimum, premiums will be assessed against all bond holders in
accordance with NDCC 26.1-21-08. Such premiums will continue to be charged until the
Fund balance reaches $3.0 million. This situation must be avoided.

Claims paid from the Fund are on an as-needed basis and are highly unpredictable. A
judgment against the guilty party is required prior to the Fund making a claim payment.
- Generally, there is a 60-90 day lead-time to prepars for a claim payment. Claims have
averaged $92,222 annually over the last four fiscal years.

Appropriations from the Fund are exclusively for administrative costs. For pianning

purposes during the 2003-2005 biennium, these appropriations are assumed to be
$17,500 annually.

The Fund's asset allocation will need to be reviewed at the end of the 2003-2005
biennium for appropriateness.

RESPONSIBILITIES AND DISCRETION OF THE STATE INVESTMENT BOARD (S1B)

The SIB is charged by law under NDCC 21-10 with the responsibility of establishing
investment policy and investing the assets of the Fund. The assets are to be invested in a
manner consistent with the prudent investor rule as provided in NDCC 21-10-07.

At the discretion of the SIB, the Fund's assets may be pooled with other funds. In
pooling funds, the SIB may establish appropriate asset class pools designed to provice
speciiic quality and diversification guidelines, restrictions, and performancs objectives
consistent with the goals of the funds participating in the pools.



The SIB may delegate investment responsibility to professional money managers.
When a money manager has been retained, the SIB’s role in determining investment
strategy and security selection is supervisory, not advisory.

Tne SIB is responsible for estabiishing criteria and procedures and making decisions

with respect to hiring, maintaining, and terminating money managers. This responsibility
includes selecting performance measurement services, consultants, and report formats
and determining the frequency of meetings with managers.

INVESTMENT OBJECTIVES.

The investment objectives of the Fund reflect the long-term nature of the Fund, but also
recagnize the shorter-term liquidity needs. Operating and statutory considerations
shape the policies and pricrities outlined below:

Objective #1: Investment income is needed as a funding source. This will be

achieved through a diversified portfolic of high quality fixed income and equity
assets,

Objective #2: Growth of capital is needed to provide an inflationary hedge and add to
the growth of surpius. Capital growth wiil be sought through investment in equities
and/or equity substitutes.

Objective #3: Sufficient liquidity is to be maintained to meet known or anticipated
financial obligations and preserve the value of the surplus. Cash equivalent investments
will be used to achieve this objective.

Objective #4: The risk of viclating the statutory minimum balance requirement

of $2,500,000 is to be minimized. This will be achieved by an asset allocation consistent
with this objective.

STANDARDS OF INVESTMENT PERFORMANCE.

The Fund's investment objectives and liquidity constraints give rise to an ars >
that is considered the most likely to achieve the results desired. For evaluation
purposes, the following performance targets will apply:

a. The Fund should produce a rate of return that meets or exceeds the porifolio policy
index defined as 15% S&P 500 domestic stock index, 5% Russell 2000 domestic
small cap index, 10% MSCI EAFE international stock index, 10% First Boston

Convertible Securities index. 50% Lehman Govemment/Carporate domestic bond
index. and 10% 20-day Treasury biils.



b. The annual standard deviation of totai retums for the Fund should not exceed
that of the policy portfolic.

POLICY AND GUIDELINES.

The asset allocation of the State Bonding Fund is established by the SIB, with input from
the Insurance Depariment. Asset allocation is based upen the appraisal of projected
liquidity and income requirements, and estimates of the investment retumns likely to be
achieved by the various asset classes over the next five years.

In recognition of these factors, the foliowing allocation is deemed appropriate for the
fund:

Large Cap Domestic Equity 18 %
Small Cap Domestic Equity 5 %
Convertible Bonds 10 %
Intemational Equity 10 %
Fixed Income 50 %
Cash Equivalents 10 %

Rebalancing of the Fund to this target will be done in accordance with the SIB's
rebalancing policy.

While the SIB is responsible for establishing specific quality, diversification, restrictions,
and performance objectives for the investment vehicles in which the Fund’s assets will
be invested, it is understood that '

a. No derivative mstruments or strategies which make use of derivatives which
would cause the portfolio to be in any way leveraged will be used.

b. Derivative use will be monitored to ensure that undue risks are not taken by the
money managers.

C. All assets will be held in custody by the State Investment Board’s master

custodian or such other custedians as are acceptabie to the State Investment
Board.

(]
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d. No funds shall be borrowed.

e. No short sales or margin purchases shall be made.

EVALUATION AND REVIEW.

Investment management of the Fund will be evaluated in comparison with the Fund’s
investment objectives and investment performance standards. Evaiuation will be

conducted quarterly by the SIB through its review of funds participating in the Insurance
Trust.

Money managers will be evaluated by the SIB quarterly. In-state mesetings will be held
with the money managers at least annually.

Approved by:

STATE INVESTMENT BOARD

/S?e\".:ny:cﬁrané/

Executive Director/Investment Director, RIO

Date: £ 2 )-oF



ND Retirement and Investment Office

1930 Burnt Boat Drive

Teachers’ Fund for Retirement Bismarck, Ngggl;g;;igg

State Investment Board Telephone 701-328-9885

Toll Free 800-952-2970

Steve Cochrane, CFA Fay Kopp Fax 701-328-9897
Executive Director Deputy Executive Director www.discovernd.com/rio

RECEIVED

M e mo MAR 05 2004 RECEIVED

NDRIO MAR - 2 2004

Commissioner of Insurance
State of North Dakota

To: Ken Rood, Insurance Dept Funds

From: Connie Flanagan C gv/
Date: March2,2004

Re: Adjustment to Investment Guidelines

We are in the process of reviewing all of the Investment Guideline Statements for the funds
invested by the State Investment Board (SIB). We would like to request a change in the
language in Section 5 of your statement regarding allowable investments.

In subsection “a.” we would like to change the policy “No derivative instruments or strategies
which make use of derivatives which would cause the portfolio to be in any way leveraged

will be used.” We recommend changing it to, “Futures and options may be used to hedge or
replicate underlying index exposure, but not for speculation.”

In subsection “e.” we would like to change the policy “No short sales or margin purchases shall be
made.” We recommend changing it to, “No unhedged short sales or speculative margin purchases
shall be made.”

These changes will facilitate the hiring of an additional large cap domestic equity manager who utilizes
a futures strategy in an enhanced index portfolio. In the essence of time, we request that you indicate

your approval of this change by signing below and returning this memo to us. You may want to keep a
copy for your records. We will send out complete revised guidelj tements in the near future.

Y A
77

| approve of the changes indicated above. Sign

Dat




CITY OF BISMARCK DEFERRED SICK LEAVE ACCOUNT

INVESTMENT POLICY STATEMENT

FUND CHARACTERISTICS AND CONSTRAINTS.

The City of Bismarck Deferred Sick Leave Account (“Fund’) represents money set aside
to cover the City’s unfunded liability of employees’ accrued sick leave. People who
terminate employment with the City shall be compensated for unused sick leave from this
Fund. Intime, it is expected that the Fund will become depleted.

RESPONSIBILITIES AND DISCRETION OF THE STATE INVESTMENT BOARD (SIB)

At the discretion of the SIB, the Fund's assets may be pooled with other funds. In
pooling funds, the SIB may establish appropriate asset class pools designed to provide
specific quality and diversification guidelines, restrictions, and performance objectives
consistent with the goals of the funds participating in the pools

The SIB may delegate investment responsibility to professional money managers. Where a
money manager has been retained, the SIB's role in determining investment strategy and
security selection is supervisory not advisory.

The SIB is responsible for establishing criteria and procedures and making decisions with
respect to hiring, maintaining, and terminating money managers. This responsibility
includes selecting performance measurement services, consultants and report formats
and determining the frequency of meetings with managers.

INVESTMENT OBJECTIVES.

The investment objectives of the Fund reflect moderate risk tolerance and short-term
liquidity needs. The self-liquidating feature of the Fund is also recognized.

Objective #1: Investment income is needed as a funding source. This will be achieved
through a diversified portfolio of high quality fixed income and equity assets.

Objective #2: Growth of capital is needed to provide an inflationary hedge and add to
the growth of the Fund. Capital growth is sought through investment in equities and/or
equity substitutes.



Objective #3: Sufficient liquidity will be maintained to meet known or anticipated financial
obligations. Cash equivalent investments shall be used to achieve this objective.

STANDARDS OF INVESTMENT PERFORMANCE.

The Fund’s investment objectives and liquidity constraints give rise to an asset allocation
that is considered the most likely to achieve the results desired. For evaluation purposes,
the following performance targets will apply:

a. The Fund should produce a rate of return that meets or exceeds the portfolio
policy index defined as 10% S&P 500 domestic stock index, 5% Russell 2000
domestic small cap index, 10% MSCI| EAFE international stock index, 10% First
Boston convertible securities index, 60% Lehman Government/Corporate
domestic bond index, and 5% 90-day Treasury bills.

b. The annual standard deviation of total returns for the Fund should be consistent with
that of the policy portfalio.

POLICY AND GUIDELINES.

The asset allocation of the City of Bismarck Deferred Sick Leave Account is established
by the City of Bismarck. Asset allocation is based upon the appraisal of projected
liquidity requirements and sick leave payment demand, and estimates of the investment
returns likely to be achieved by the various asset classes over the next five years.

In recognition of these factors, the following allocation is deemed appropriate for the
fund:

Large Cap Domestic Equity 10 %
Small Cap Domestic Equity 5%
Convertible Bonds 10 %
International Equity 10 %
Fixed Income 60 %
Cash Equivalents 5%

Rebalancing of the Fund to this target will be done in accordance with the SIB’s
rebalancing policy.



While the SIB is responsible for establishing specific quality, diversification, restrictions,
and performance objectives for the investment vehicles in which the Fund’s assets will be
invested, it is understood that:

a. No derivative instruments or strategies which make use of derivatives which
would cause the portfolio to be in any way leveraged will be used.

b. Derivative use will be monitored to ensure that undue risks are not taken by the
maoney managers.

C. All assets will be held in custody by the State Investment Board’s master
custodian or such other custodians as are acceptable to the State Investment
Board.

d. No funds shall be borrowed.

e. No short sales or margin purchases shall be made.

EVALUATION AND REVIEW.

Investment management of the Fund will be evaluated against the Fund's investment
objectives and investment performance standards. Evaluation will be conducted quarterly
by the SIB through its review of funds participating in the Insurance Trust.

Money managers hired by the SIB will be evaluated by the Board quarterly. in-state
meetings will be held with the money managers at least annually.

Approved by:

CITY OF BISMARCK STATE INVESTMENT BOARD

i i “Scott Engn:t'ann
Department of Human Resources Executive Directof, RI

Date: /£ -2 JA-FF Date: June 14, 1999




ND Retirement and Investment Office _
1930 Burnt Boat Drive

Teachers’ Fund for Retirement Bismarck, NPDC;SI;(());;igg

State Investment Board Telephone 701-328-9885

Toll Free 800-952-2970

Steve Cochrane, CFA Fay Kopp Fax 701-328-9897
Executive Director Deputy Executive Director www.discovernd.com/rio

Memo

To: Chuck Klein, City of Bismarck Deferred Sick Leave Fund
From: Connie Flanagan %
Date: March 2, 2004 '

Re: Adjustment to Investment Guidelines

We are in the process of reviewing all of the Investment Guideline Statements for the funds
invested by the State Investment Board (SIB). We would like to request a change in the
language in Section 5 of your statement regarding allowable investments.

In subsection “a.” we would like to change the policy “No derivative instruments or strategies
which make use of derivatives which would cause the portfolio to be in any way leveraged
will be used.” We recommend changing it to, “Futures and options may be used to hedge or
replicate underlying index exposure, but not for speculation.”

In subsection “e.” we would like to change the policy “No short sales or margin purchases shall be
made.” We recommend changing it to, “No unhedged short sales or speculative margin purchases
shall be made.”

These changes will facilitate the hiring of an additional large cap domestic equity manager who utilizes
a futures strategy in an enhanced index portfolio. In the essence of time, we request that you indicate
your approval of this change by signing below and returning this memo to us. You may want to keep a
copy for your records. We will send out complete revised guidelines statements in the near future.

| approve of the changes indicated above. Signed /IM W“‘/

Date 5 - /Oy—éf/




Attachment A
Adopted by Bismarck City
April 2, 1990

Adopted by the NDSIB
August 31, 1990

STATEMENT OF INVESTMENT GOALS, OBJECTIVES
AND POLICIES
FOR THE

BISMARCK CITY EMPLOYEE PENSION PLAN
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INTRODUCTION

The Bismarck, North Dakota City Employee Pension Plan (BCEPP)
administrates the pension benefit plan established for the
city of Bismarck public employees. The plan is administered
by the Bismarck City Employee Pension Plan Board of Trustees’.

The plan is a defined benefit pension plan maintained to
provide retirement benefits, disability benefits, and/or death
benefits as may be the case, to the participants in accordance
with Chapter 9-07 of the city of Bismarck Code of Ordinance
(1986 revised). The plan is administered in accordance with
IRS and Treasury Regulations.

The plan and benefits provided are funded by contributions
from the members and members employer. The plan was
established to provide benefits to members eligible to receive
them in accordance with the provisions of the plan.

INVESTMENT GOAL

The goal of the BCEPP is to provide income through various
investments and members and members employer contributions,
sufficient to pay benefits accrued and to provide for future
benefit enhancements.

PURPOSE OF THIS STATEMENT

The purpose of this statement is to set forth the investment
goals and objectives for the BCEPP. The gcals and objectives
are to be used by the Bismarck City Employee Pension Plan
Board of Trustees’, North Dakota State Investment Board
{(NDSIB) and money managers for the investment of the BCEPP’S
assets.

PRUDENT INVESTOR RULE AND EXCLUSIVE BENEFIT PROVISION

The BCEPP’'s assets must be invested in compliance with the
"Prudent Investor Rule." The "prudent investor rule" means
that in making investments the fiduciaries shall exercise the
judgement and care, under the circumstances then prevailing,
that an institutional investor of ordinary prudence,
discretion, and intelligence exercises in the management of



VI.

large investments entrusted to it, not in regard to
speculation but in regard to the permanent disposition of
funds, considering probable safety of capital as well as
probable income. The retirement funds belonging to the BCEPP
must be invested exclusively for the benefit of their members
and beneficiaries in accordance with the Fund’'s investment
goals and objectives.

RESPONSIBILITY OF THE BISMARCK CITY EMPLOYEE PENSION PLAN
BOARD OF TRUSTEES'

A. The Bismarck City Employee Pension Plan Board Of
Trustees’ has the responsibility for establishing the
investment goals and objectives which are the guide to
the investment of BCEPP’'s assets, The Bismarck City
Fmployee Pension Plan Board of Trustees' determines the
investment policies by considering the implications of a
wide range of financial assumptions and investment risk.

B. The Bismarck ity Employee Pension Plan Board of
Trustees’ shall review these investment goals,
objectives and policies at least annually.

C. The Bismarck City Employee Pension Plan Board of
Trustees’ has the responsibility to approve exemptions
to these Investment Goals and Objectives.

D. The Bismarck City Employee Pension Plan Beard of
Trustees’ has the responsibility for the development of
an Asset Allocation Plan.

E, The Bismarck City Employee Pension Plan Board of
Trustees’ shall receive and review reports from the
NDSIBs Director of Investments quarterly.

RESPONSIBILITIES OF THE NORTH DAROTA STATE INVESTMENT BOARD

A. Final authority for hiring, retaining and releasing the
money managers, as recommended by the Director of
Investments, shall rest with the NDSIB.

B. The NDSIB is responsible to the Bismarck City Employee
Pension Plan Board of Trustees’ for carryving out the
Bismarck City Employee Pensicn Plan Board of Trustees'’
Investment Goals, Objectives and Policies.

C. The NDSIB is responsible to the Bismarck City Employee
Pension Plan Bcard of Trustees’ for carrying out the



VII.

Bigsmarck City Employee Pension Plan Board of Trustees’
Asset Allocation Plan.

D. The NDSIB must maintain a separate accounting for the
BCEPP fund under their authority.

E. The NDSIB will provide the Bismarck City Employee
Pension Plan Board of Trustees’ with quarterly
inyestment reports.

STATEMENT OF TOTAL FUND INVESTMENT PHILOSOPHY/OBJECTIVES

The following investment objectives are established as of the
date adopted and are in keeping with the fiduciary
requirements as set forth in federal and state law and as
expected by the members. It is in the best interest of BCEPP
and beneficiaries that objectives be established for the total
fund and performance standards set for each money manager. It
is clearly understood these objectives and standards are to be
viewed over the long term and have been established after full
consideration of all factors gset out in the Statement of
Investment Goals, Objectives and Policies. These performance
objectives are as follows:

A, Total Fund Objectives
1. The long term objective of the Fund is to achieve a
minimum rate of return of 4.5% 1n excess of the
annual rate of inflation. However, the return

shall be no less than the 7.25% return the actuary
has determined is required to pay future benefits.

2. Achieve a long term performance, consistent within
acceptable risk parameters, which rank above the
thirty-fifth (35th}) percentile of a data base
composed of other managed funds as measured by the
NDSIB's investment measurement consultant.

BE. The portfolioc mix shall be 1n accordance with the asset
allocation adopted and periodically revised by the NDSIB
as approved by the Bismarck City Employee Pension Plan
Board of Trustees’. See Appendix A.

VIII.FIXED INCOME INVESTMENT PHILOSOPHY/OBJECTIVES

A. Domestic Fixed Income Investments Guidelines

The responsibility for domestic fixed income securities
or investment selection will lie with the domestic fixed



income manager. Those managers, however, will operate
within investment guidelines which will conform to the
Employee Retirement Income Security Act (ERISA) and
other applicable governmental regulations and which will
cover four areas: (1) diversification, (2) quality, (3)
restricted transactions and {(4) exemptions.

1. Diversification other than government and federal
agency. securities.

a. No individual securities shall constitute more
than 10% of the market value of the portfelico,
or 1ts equivalent representation in the
Shearson Lehman American Express
Government /Corporate Bond Index or the
Shearson Lehman American Express Aggregate
Bond Index.

b. No single industry group shall constitute more
than 25% of the market value of the portfolio,
or its comparable representation in the
previocusly i1dentified index, whichever is

larger.
c. Futures and options may be used to hedge a
portfolico but not to speculate. Permitted

contracts are: Treasury Futures; Money Market
Futures; Treasury Options; or Money Market

Options.
2. Quality

a. Commercial paper investment must be rated P-1
and/cr A-1 by Moody’s and Standard and Poor’s
respectively.

b. The minimum credit rating for a straight bond
will be Baa rating by Moody’s and BBB by
Standard & Poor's. On a dollar welghted

basis, the quality rating of the bond
portfolio must be an "A" or better.

a. The minimum credit rating for a convertible
bond will be Baa by Mocdy‘s and BB by Standard
& Poor’s.

d. Financial institutions issuing Certificates of
Deposit {CD’s) and appearing on the
Comptroller of the Currency’s watch list are
unacceptable.



Any security downgraded below its approved
quality 1level must be disposed of in an
orderly market manner and in the best interest
of the Fund.

Restrictions

a.

1

Conflicts of interest and transactions between
a fiduciary and parties in interest, as
applicable to private pension plans under
Sections 406 and 408 of Title I, ERISA, are
prohibited.

No transaction shall be made which threatens
the tax exempt status of the retirement fund.

No funds shall be borrowed.

No short sales or margin purchases shall be
made.

No tax exempt bonds shall be purchased or
retained unless, on a comparable quality
basis, it provides a return superior to that
of a taxable bond.

No private placements shall be purchased.

Social and/or Economic Targeted investing 1s
prohibited unless the investment meets the
Exclusive BRenefit Rule and is not prohibited
by BCEPP Board Resolutions. That rule is met
if the following four conditions are
satisfied:

1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient liquidity is maintained to

permit distributions in accordance with the
terms of the plan.

4. The safeguards and diversity that a prudent
investor would adhere to are present.

Exemptions To Regtrictions



The NDSIB may request prior approval for exemptions
to the restricticons outlined in Sections 1, 2 and
3, in writing, to the Bismarck CCity Employee

Pension Plan Board of Trustees’ for itsg
consideration.
Domestic Fixed Income Performance Objectives

The objectives for the domestic fixed income investments
are to achieve an average total investment return which
will:

1. Exceed the annual rate of inflation by 2.5
percentage points.

2. Exceed the theoretical return which i1s provided by
the Shearson Lehman American Express
Government /Corporate Bond Index or the Shearson
Lehman American Express Aggregate Bond Index.

3. Each money manager 1is expected to perform in the
top thirty-fifth (35th) percentile, of a group of
money managers of similar style, as measured by the
NDSIB’‘s investment measurement consultant.

4. Money managers retained to manage an index fund
portfolio must perform equal toe the comparable
index after which the portfeolic is structured.

5. GCenerally, the measurement time period for money
mangers shall be a market cycle as measured by the
NDSIB's investment measurement consultant.,
However, 1f a money manager's organization changes
and/or performance falls significantly behind a
market average, or the performance of a group of

money — managers of similar style, then the
relationship with the money manager will be cleosely
scrutinized.

International Fix Income Inv men idelin

The responsibility for international fixed income
securities or investment selection will lie with the
international fixed income managers. Those managers,
however, will operate within investment guidelines which
will conform to the ERISA and other applicable
governmental regulations and which cover three areas:
(1} diversification/gquality; (2) restrictions; and (3)
exemptions to restrictions.

1. Diversification/Quality



International fixed income investments are
limited to those countries and securities
utilized in the Salomon Brothers Non-U.S. Bond
Index or the Salomon Brothers World Bond
Index.

Currency TForward contracts may be used to
hedge a portfolio, bhut not to speculate.

ricti

Conflicts of interest in transactions between
a fiduciary and parties 1in 1nterest, as
applicable to private pensicn plans under
Sections 406 and 408 of Title I ERISA, are
prohibited.

No transactions which may threaten the tax
exampt status of the retirement fund.

No funds shall be borrowed.

No short sales or margin purchases shall be
made.

No tax exempt bonds shall be purchased or
retained unless, on a comparable quality
basis, it provides a return superior to that
of a taxable bond.

No private placements shall be purchased.

Social and/or Economic Targeted investing 1is
prohibited unless the investment meets the
Exclusive Benefit Rule and is not prohibited
by BCEPP Board Resolutions. That rule is met
1f the following four <conditions are
satisfied:

1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient liguidity 18 maintained to
permit distributions in accordance with the
terms of the plan.



4. The safeguards and diversity that a prudent
investor would adhere to are present.

3. Exempti T Lcti

The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sections 1 and 2,
in writing, to the Bismarck City Employee Pension
Plan Becard of Trustees’ for its consideration.

International Fixed Income Performan ] i

The objectives for the international fixed income

investments are to achieve an average total investment
return which will:

1. Exceed the annual rate of inflation by 3.5
percentage points.

2. Exceed that theoretical return which is provided by
the Salomon Brothers Non-U.S. Bond Index or the
Salomon Brothers World Bond Index.

3. Each money manager 1is expected to perform in the
top thirty-fifth (35th}) percentile, of a group of
money managers of similar style, as measured by the
NDSIB’s investment measurement consultant.

4. Money managers retained to manage an index fund
portfolio must perform ecual to the comparable
index after which the portfclio is structured.

5. Generally, the measurement time period for the
money managers shall be a market cycle as measured
by the NDSIB’s investment measurement consultant.
However, 1f a money manager’s organization changes
and/or performance falls significantly behind a
market average, or the performance of a group of
money managers with similar style, the relationship
with the money manager will be closely scrutinized.

IX. EQUITY INVESTMENT PHILOSOPHY/OBJECTIVES

A,

Dom ic BEgui n men idelin

The responsibility for domestic egquity  investment
selection shall 1lie with the domestic equity money
managers. Those managers, however, will operate within
investment guidelines which will conform to the ERISA
and other applicable governmental regulations and which

10



will cover four areas: (1) diversification, (2) quality,
restricted transactions and (4) exemptions.

versifi .

(3)
1.

a. Equ%ty investments in any one company shall be
limited to no more than ten percent {10%) of
the total fund assets under the money
manager’'s supervision and no more than ten
percent (10%) of the company’s outstanding
equity.

b. No stock shall be bought unless it is traded
on one of the major stock exchanges or the
over-the-counter markets. Over-the-counter
securities shall represent no more than ten
percent (10%) of the fund assets managed by
the money manager.

a. S&P 500 futures and optiong may be utilized to
hedge a portfolic, but not to speculate.

Cuality

a. Convertible and non-convertible preferred

stock shall be rated at least "A" by Moody's
and Standard and Poor’s.

Restrictions

a.

Conflicts of interest and transactions between
a fiduciary and parties in interest, as
applicable to private pension plans under
Sections 406 and 408 of Title I, ERISA, are
prohibited.

No transaction shall be made which threatens
the tax exempt status of the retirement fund.

No letter stock shall be purchased.
No funds shall be borrowed.

No short sales or margin purchases shall be
made.

If in any calendar quarter the turnover of
equity investments exceeds thirty percent
(30%) of the equity market wvalue, the money
manager will promptly submit to the NDSIB a
detailed explanation of the trading activity

11



(For this purpose turnover shall be calculated
as the ratio of the proceeds of equity sales
to the market value of egquities at the start
of the quarter.)

g. Social and/or Econcmic Targeted investing is
prohibited unless the investment meets the
Exclusive Benefit Rule and is prohibited by
BCEPP Board Resolutions. That rule is met if
the following four conditions are satisfied:

i, The cost does not exceaed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient ligquidity is maintained to
permit distributions in accordance with the
terms of the plan.

4. The safeguards and diversity that a prudent
investor would adhere to are present.

4. Ex ti R riction

The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sectiong 1, 2, and
3, in writing, to the Bismarck City Employee
Pension Plan Board of Trustees’ for its

consideration.
Domestic Equity Performance Objectives

The objectives for the domestic eguity investment
portfolio are to achieve an average total investment

return {(cash income in combination with market wvalue
change) which will:

1. Exceed the annual rate of inflation by six (6)
percentage points;

2, Exceed the return provided by the Standard & Poor’s
Composite Index;

3. Each money manager is expected to perform in the
top thirty-fifth (35th) percentile, of a group of
money managers of similar style, as measured by the
NDSIB’s investment measurement consultant.

12



4, Money managers retained to manage an index fund
portfolio must perform equal to the comparable
index after which the portfolio is structured.

5. Generally, the measurement time period for the
money managers shall be a market cycle ags measured
by the NDSIB’'s investment measurement consultant.
However, 1f a money manager‘s organization changes
and/or performance falls significantly behind a
market average, or the performance of a group of
money managers with similar style, the relationship
with the money manager will be closely scrutinized.

International Equity Investment Guidelines

The responsibility for international equity securities
or investment selection shall lie with the international
equity money managers. Those managers, however, will
operate within investment guidelines which will conform
to the ERISA and other applicable governmental
regulations and will cover three areas: {1}
diversification/quality, (2) restricted transactions and
{3) exemptions.

1. Diversification/Quality

a. The international eqguity fund 1s limited to
those countries and securities in the Morgan
Stanley CIEAFE Index Fund.

b. Currency Forward contracts may be used to
hedge a portfolio, but not to speculate.

2. Restrictions

a. Conflicts of interest in transactions between
a fiduciary and parties in interest, as
applicable to private pension plans under
Sections 406 and 408 of Title I, ERISA, are
prchibited.

b. No transactions shall be made which threaten
the tax exempt status of the retirement fund.

c. No letter stock shall be borrowed.

d. No funds shall be borrowed.

e. No short =ales or margin purchases shall be
made.,

13



£. If in any calendar quarter the turnover in
equity investments exceeds thirty percent
(30%) of the equity market wvalue, the money
manager will promptly submit to the NDSIB a
detailed explanation of the trading activity.
(For this purpose turnover shall be calculated
as the ratio of the proceeds equity sale to
the market wvalue of equities at the start of
the quarter.)

g. Social and/or Economic Targeted investing is
prohibited unless the investment meets the
Exclusive Benefit Rule and 1s not prohibited
by BCEPP Board Resolutions. That rule is met
if the fellowing four conditions are
satisfied:

1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient liquidity is maintained to
permit distributionsg in accordance with the
terms of the plan.

4. The safeguards and diversity that a prudent
investor would adhere to are present.

3. bt ion R riction
The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sections 1 and 2,
in writing, to the Bismarck City Employee Pension
Plan Board of Trustees’ for its consideration.
International Equity Performance Qbjectives

The objectives for the international equity investment
portfolio are to achieve an average total investment
return which will:

1.

Exceed the annual rate of inflation by seven (7)
percentage points;

Exceed the return provided by the Morgan Stanley
CIEAFE Index.
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3. Each money manager 1s expected to perform in the
top thirty-fifth (35th) percentile, of a group of
money managers of similar style, as measured by the
NDSIB’s investment measurement consultant.

4. Money managers retailned to manage an index fund
portfolio must perform equal to the comparable
index after which the portfeolic is structured.

5. Generally, the measurement time period for money
managers shall be a market cycle as measured by the
NDSIB investment measurement consultant. However,

if a money manager’'s organization changes and/or
performance falls significantly behind the market
averages, or the performance of a group of money
managers with similar style, then the relationship
with that mnoney manager will be closely
scrutinized.

REAL. ESTATE INVESTMENT PHILOSOPHY/OBJECTIVES

A.

Real E In men idelin

The responsibility for real estate investment selection
shall lie with the real estate managers. Those
managers, however, will operate within investment

guidelines which will conform to the ERISA and other
applicable governmental regulations and which will cover
three areas: (1) diversification, (2) restricted
transactions and {(3) exemptions.

1. Diversification

The investment in Real Estate shall be in an open-
ended or closed-ended Real Estate Eguity Fund.

2. Restriction
a. No private placements.
b. No transaction shall be made which threatens

the tax exempt status of the retirement fund.

c. Social and/or Economic Targeted investing 1s
prochibited unless the i1nvestment meets the
Exclusive Benefit Rule and is not prohibited
by BCEPP Board Resolutions. That rule is met
if the following four conditions are
satisfied:
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1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides a falr return
commensurate with the prevailing rate.

3. Sufficient liguidity is maintained ¢to
permit distributions in accordance with the
terms of the plan.

4. The safeguards and diversity that a prudent
investor would adhere to are present.

3. Exemptions To Regtrictions

The NDSIB may reguest prior approval for exemptions
to Sections 1 and 2, in writing, to the Bismarck
City Employee Pension Plan Board of Trustees’ for
its consideration.

Real Estate Performance QObjectives

The objectives for the real estate 1nvestments are to
achieve an average total investment return which will:

1. Exceed the annual rate of inflation by 3.5
percentage points.

2. Exceed the median return of a Real Estate Data base
as measured by the NDSIB's investment measurement
consultant.

XI. VENTURE CAPITAL INVESTMENT PHILOSOPHY/OBJECTIVES

A,

Ventur ital In mern 1delin

The responsibility for venture capital investment
selections shall lie with the venture capital managers.
Those managers, however, will operate within investment
guidelines which will conform to the ERISA and other
applicable governmental regulations and which cover
three areas: (1) diversification/quality, (2)
restrictions and (3) exemptions to restrictions.

1. Divergification/Quality

The investment in venture capital shall only be in
limited partnerships.

2. Restrictigns
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a. No private placements.

b. No transaction shall be made which threatens
the tax exempt status of the retirement fund.

c. Social and/or Economic Targeted investing is
prohibited unless the investment meets the
Exclusive Benefit Rule and is not prohibited
by BCEPP Board Resolutions. That rule is met
if the following four conditions are
satigfied:

1. The cogt does not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. BSufficient ligquidity 1s maintained to
permit distributicns in accordance with the
terms of the plan.

4. The safeguards and diversity that a prudent
investor would adhere to are present.

3. Exemptiong T riction

The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sections 1 and 2,
in writing, tc¢ the Bismarck City Employee Pension
Plan Board of Trustees' for its congideration.

ntur ital r n j 1
The objectives for the venture capital investments are
to achieve an average total investment return which

will:

1. Exceed the annual rate of inflation by ten (10)
percentage points;

2. Exceed the return provided by the Brinson Partners
Venture Asset Index.
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APPENDIX A

Cash Bguivalents

Domestic Eguities
International Equities
Domestic Fixed Income
International Fixed Income
Real Estate

Venture Capital

1%
44-46%
3%
44-46%
2%
3%
1%



APPENDIX A

Revision of Appendix A to Attachment A, “Statement of Investment Goals, Objectives and Policies
for the Bismarck City Employee Pension Plan”, of the Investment Management Agreement

Approved by the Trustees of the Bismarck City Employee Pension Plan on February 5,
1898 and accepted by the North Dakota State Investment Board on February 27, 1998.

Large Cap Domestic Equity 34.3
Small Cap Domestic Equity 10.7
International Equity 3.0
Emerging Markets Equity 1.5
Domestic Fixed Income 40.0
High Yield Fixed Income 35
International Fixed Income 2.0
Real Estate 3.0
Venture Capital 1.0
Cash Equivalents 1.0




Attachemnt A

Adopted by Bismarck City
April 2, 1990

Adopted by the NDSIB
August 31, 1990

STATEMENT OF INVESTMENT GOALS, OBJECTIVES
AND POLICIES
FOR THE
BISMARCK CITY POLICE PENSION PLAN
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IX.

III.

IvV.

INTRODUCTION

The Bismarck, North Dakota City Police Pension Plan (BCPPP)
administrates the pension benefit plan established for the
city of Bismarck Police. The plan is administered by the
Bismarck City Police Pension Plan Board of Trustees’. The
plan is a defined benefit pension plan maintained to provide
retirement benefits, disability benefits, and/or death
benefits as may be the case, to the participants in accordance
with Chapter 9-08 of the city of Bismarck Code of Ordinance
(1986 revised). The plan is administered in accordance with
IRS and Treasury Regulations.

The plan and benefits provided are funded by contributions
from the members and members employer. The plan was
established to provide benefits to members eligible to receive
them in accordance with the provisions of the plan.

INVESTMENT GOAL

The goal of the BCPPP is to provide income through wvarious
investments and members and members employer contributions,
sufficient to pay benefits accrued and to provide for future
benefit enhancements.

PORPOSE OF THIS STATEMENT

The purpcese of this statement is to set forth the investment
goals and objectives for the BCPPP. The goals and objectives
are to be used by the RBismarck City Police Pension Plan Board
of Trustees', North Dakota State Investment Board (NDSIB) and
money managers for the investment of the BCPPP's assets.

PRUDENT INVESTOR RULE AND EXCLUSIVE BENEFIT PROVISION

The BCPPP’'s assets must be invested in compliance with the
"Prudent Investor Rule." The “"prudent investor rule" means
that in making investments the fiduciaries shall exercise the
judgement and care, under the circumstances then prevailing,
that an institutional investor of ordinary prudence,
digcretion, and intelligence exercises in the management of
large investments entrusted to 1it, not 1in regard to
speculation but in regard to the permanent disposition of



VI.

funds, considering probable safety of capital as well as
probable income. The retirement funds belonging to the BCPPP
must be invested exclusively for the benefit of their members
and beneficiaries in accordance with the Fund’s investment
goals and ohjectives.

RESPONSIBILITY OF THE BISMARCK CITY POLICE PENSION PLAN
BOARD OF TRUSTEES'

A. The Bismarck City Police Pension Plan Board Of Trustees’
has the responsibility for establishing the investment
goals and co¢objectives which are the guide to the
investment of BCPPP‘s assets. The Bismarck City Police
Pension Plan Board of Trustees’ determines the
investment policies by considering the implications of a
wide range of financial assumptions and investment risk.

B. The Bismarck City Police Pension Plan Board of Trustees’
shall review these 1investment goals, objectives and
policies at least annually.

C. The Bismarck ity Police Pension Plan Board of Trustees’
has the responsibility to approve exemptions to these
Investment Goals and Objectives.

D. The Bismarck City Police Pension Plan Board of Trustees’
has the responsibility for the develcopment of an Asset
Allocation Plan.

E. The Bismarck City Police Pension Plan Becard of Trustees’
shall receive and review reports from the NDSIB's
Director of Investments quarterly.

RESPONSIBILITIES OF THE NORTH DAKOTA STATE INVESTMENT BOARD

A. Final authority for hiring, retaining and releasing the
money managers, as recommended by the Director of
Investments, shall rest with the NDSIB.

B. The NDSIB is resgponsible to the Bismarck City Police
Pension Plan Board of Trustees’ for carrying out the
Bismarck City Police Pension Plan Board of Trustees’
Investment Goals, Cbjectives and Policies.

C. The NDSIB is responsible to the Bismarck City Police
Fension Plan Board of fTrusteeg’ for carrying out the
Bismarck City Police Pension Plan Board of Trustees’
Asset Allocation Plan.
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D. The NDSIB must maintain a separate accounting for the
BCPPP fund under their authority.

E. The NDSIB will provide the Bismarck City Police Pension
Plan Board of Trustees with quarterly investment
reports.

STATEMENT OF TOTAL FUND INVESTMENT PHILOSOPHY/OBJECTIVES

The following investment objectives are established as of the
date adopted and are in keeping with the fiduciary
requirements as set forth in federal and state law and as
expected by the members. It is in the best interest of BCPPP
and beneficiaries that objectives be established for the total
fund and performance standards set for each money manager. It
is clearly understood these objectives and standards are to be
viewed over the long term and have been established after full
consideration of all factors set out in the Statement of
Investment Goals, Objectives and Policies. These performance
objectives are as follows:

A. Total Fund Objectives
1. The long term objective of the Fund is to achieve a
minimum rate of return of 4.5% 1in excess of the
annual rate of inflation. However, the return

shall be no less than the 7.25% return the actuary
has determined is required to pay future benefits.

2. Achieve a long term performance, consistent within
acceptable risk parameters, which rank above the
thirty-fifth (35th) percentile of a data base
composed of other managed funds as measured by the
NDSIB’s investment measurement consultant.

B. The portfolio mix shall be in accordance with the asset
allocation adopted and periodically revised by the NDSIB
as approved by the Bismarck City Police Pension Plan
Board of Trustees’. See Appendix A.

VIII.FIXED INCOME INVESTMENT PHILOSOPHY/OBJECTIVES

A, Dom ic Fix Income Investmen idelin

The responsibility for domestic fixed income securities
or investment selection will lie with the domestic fixed
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than 10% of the market value of the portfolio,
or 1its eguivalent representation 1in the
Shearson Lehman American Express
Government/Corporate Bond Index or the
Shearson Lehman American Express Aggregate
Bond Index.

No single industry group shall constitute more
than 25% of the market value of the portfolio,
or 1its comparable representation in the
previously identified index, whichever 1is
larger.

Futures and options may be used to hedge a
portfolic but not to speculate. Permitted
contracts are: Treasury Futures; Money Market
Futures; Treasury Options; or Money Market
Options.

Quality

a.

Commercial paper investment must be rated P-1
and/or A-1 by Moody's and Standard and Poor's
respectively.

The minimum credit rating for a straight bond
will be Baa rating by Moody's and BBB by
Standard & Poor's. On a deollar weighted
basis, the quality rating of the bond
portfolio must be an "A" or better.

The minimum credit rating for a convertible
bond will be Baa by Moody's and BB by Standard
& Poor's.

Financial institutions issuing Certificates of
Deposit (CD's) and appearing on the
Comptroller ¢f the Currency's watch list are
unacceptable.

Any security downgraded below its approved
quality level must be disposed of in an
orderly market manner and in the best interest
of the Fund.

Restrictions

a.

Conflicts of interest and transactions between
a fiduciary and parties in interest, as
applicable to private pension plans under
Sections 406 and 408 of Title I, ERISA, are
prohibited.



b. No transaction shall be made which threatens
the tax exempt status of the retirement fund.

C. No funds shall be borrowed.

d. No short sales or margin purchases shall be
made.

e. No tax exempt bonds shall be purchased or
retained unless, on a comparable quality
basis, it provides a return superior to that
of a taxable bond.

£. No private placements shall be purchased.

g. Social and/or Economic Targeted investing is
‘prohibited unless the investment meets the
Exclusive Benefit Rule and is not prohibited
by BCPPP Board Resolutions. That rule is met
if the following four conditions are
satisfied:

1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides .a fair return
commensurate with the prevailing rate.

3. sufficient liquidity is maintained to
permit distributions in accordance with the
terms of the plan.

4. The safeguards and diversity that a prudent
investor would adhere to are present.

4, Exemptions To Restrictions

The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sections 1, 2 and
3, in writing, to the Bismarck City Peclice Pension
Plan Board of Trustees' for its consideration.

Domestic Fixed Income Performance Objectives

The objectives for the domestic fixed income investments
are to achieve an average total investment return which
will:

1. Exceed the annual rate of inflation by 2.5
percentage points,

2. Exceed the theoretical return which is provided by
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4, Exemptions To Restrictions

The NDSIB may request prior approval for exemptions
to the restrictions outlined in Secticns 1, 2 and
3, in writing, Lo the Bismarck City Police Pension
Plan Board of Trustees’ for its consideration.

Dom 1c Fix In Perf b1 ] iv

The objectives for the domestic fixed income investments
are to achieve an average total investment return which
will:

1. Exceed the annual rate of inflation by 2.5
percentage poinkts,

2. Exceed the theoretical return which is provided by
the Shearson Lehman American Express
Government /Corporate Bond Index or the Shearson
Lehman American Express Aggregate Bond Index.

3. Each money manager is expected to perform in the
top thirty-fifth (35th) percentile, of a group of
money managers of gimilar style, as measured by the
NDSIB's investment measurement consultant.

4. Money managers retained to manage an index fund
portfolio must perform equal to the comparable
index after which the portfolic is structured.

5. Generally, the measurement time period for money
managers shall be a market cycle as measured by the
NDSIB's investment measurement consultant.

However, if a money manager’s organization changes
and/or performance falls significantly behind a
market average, or the performance of a group of

money  managers  of similar style, then the
relationship with the money manager will be closely
scrutinized.

Internati 1l Fixed Income Inv ment Guideline

The responsibility for international fixed income
securities or investment selection will lie with the
international fixed incecme managers. Those managers,
however, will operate within investment guidelines which
will conform to the ERISA and other applicable
governmental regulations and which cover three areas:
(1) diversification/quality; (2) restrictions; and (3)
exemptions to restrictions.



Diversifi i 11

a. International fixed income investments are
limited to those countries and securities
utilized in the Salomon Brothers Non-U.S. Bond
Index or the Salomon Brothers World Bond
Index.

b. Currency Forward contracts may be used to
hedge a portfolio, but not to speculate.

Restrictions

a. Conflicts of interest in transactions between
a fiduciary and parties 1in interest, as
applicable to private pension plans under
Sections 406 and 4908 of Title I ERISA, are
prohibited.

b. No transactions which may threaten the tax
exempt status of the retirement fund.

o No funds shall be borrowed.

d. No short sales or margin purchases shall be
made .

e. No tax exempt bonds shall be purchased or
retained unless, on a comparable guality
basis, it provides a return superior to that
of a taxable bond.

f. No private placements shall be purchased.

g. Social and/or Economic Targeted investing is

prohibited unless the investment meets the
Exclugive Benefit Rule and ig not prcohibited
by BCPPP Board Resolutions. That rule is met
if the following four conditions are
satisfied:

1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient liguidity is maintained to

permit distributions in accordance with the
terms of the plan.



4. The safeguards and diversity that a prudent
investor would adhere to are present.

3. Ex ion R riction

The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sections 1 and 2,
in writing, to the Bismarck City Police Pension
Plan Board of Trustees’ for its consideration.

n 1 O Fiw Ingcome Perf n

The objectives for the international fixed 1ncome
investments are to achieve an average total investment
return which will:

1. Exceed the annual rate of inflation by 3.5
percentage points.

2. Exceed that theoretical return which is provided by
the Salomcn Brothers Non-U.S. Bond Index or the
Salomon Brothers World Bond Index.

3. Each money manager 1s expected to perform in the
top thirty-£fifth (35th) percentile, of a group of
money managers of similar style, as measured by the
NDSIR’s investment measurement consultant.

4. Money managers retained to manage an index fund
portfolio must perform egqual to the comparable
index after which the portfolio is structured.

5. Generally, the measurement time period for the
money managers shall be a market cycle as measured
by the NDSIB's investment measurement consultant.
However, if a money manager‘s organization changes
and/or performance falls significantly behind a
market average, or the performance of a group of
money managers with similar style, the relationship
with the money manager will be closely scrutinized.

IX. EBQUITY INVESTMENT PHILOSOPHY/OBJECTIVES

A.

Domestic Equity Investment Guidelines

The responsibility for domestic equity investment
selection shall lie with the domestic equity money
managers. Those managers, however, will operate within
investment guidelines which will conform to the ERISA
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and other applicable governmental regulations and which
will cover four areas: (1) diversification, (2) quality,
{3) restricted transactions and (4) exemptions.

1. Diversification

a. Equity investments in any one company shall be
limited to no more than ten percent (10%) of
the total fund assets under the money
manager’'s supervision and no more than ten
percent (10%) of the company’s outstanding

equity.

b. No stock shall be bought unless it is traded
on one of the major stock exchanges or the
over-the-counter markets. Over-the-counter

securities shall represent no more than ten
percent (10%) of the fund assets managed by
the money manager.

c. S&P 500 futures and options may be utilized to
hedge a portfolio, but not to speculate.

2. Quality

a. Convertible and non-convertible preferred
stock shall be rated at least "A" by Moody's
and Standard and Poor’s.

3. R ri ion

a. Conflicts of interest and transactions between
a fiduciary and parties in interest, as
applicable to private pension plans under
Sections 406 and 408 of Title I, ERISA, are
prchibited,

b. No transaction shall be made which threatens
the tax exempt status of the retirement fund.

c. No letter stock shall be purchased.

d. No funds shall be borrowed.

e, No short sales or margin purchases shall be
made.
f. If in any calendar quarter the turnover of

equity investments exceeds thirty percent
(30%) of the equity market wvalue, the money
manager will promptly submit to the NDSIB a

11



detailed explanation of the trading activity.
(For this purpose turnover shall be calculated
as the ratio of the proceeds of equity sales
to the market value of equities at the sgtart
of the quarter.)

g. Social and/or Economic Targeted investing is
prohibited unless the investment meets the
Exclusive Benefit Rule and is prohibited by
BCPPP Board Resolutions. That rule is met if
the following four conditions are satisfied:

1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient liquidity is maintained to
permit distributions in accordance with the
terms of the plan.

4, The safeguards and diversity that a prudent
investor would adhere to are present,

Exemptions to Restrictions

The NDSIR may request prior approval for exemptions
to the restrictions outlined in Sections 1, 2, and
3, in writing, to the Bismarck City Police Pension
Plan Board of Trustees’ for its consideration.

i i Per

The objectives for the domestic equity investment
portfolio are to achieve an average total investment
return (cash income in combination with market value
change) which will:

i.

Exceed the annual rate of inflation by six (6)
percentage points;

Exceed the return provided by the Standard & Poor's
Composite Index;

Each money manager is expected to perform in the
top thirty-fifth (35th) percentile, of a group of
money managers of similar style, as measured by the
NDSIB's investment measurement consultant.
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4, Money managers retained to manage an index fund
portfolio must perform equal to the comparable
index after which the portfolic is structured.

5. Generally, the measurement time period for the
money managers shall be a market coycle as measured
by the NDSIB’'s investment measurement consultant.
However, if a money manager’s organization changes
and/or performance falls significantly behind a
market average, or the performance of a group of
money managers with similar style, the relationship
with the money manager will be closely scrutinized.

International Eqgul In men idelin

The responsibility for international equity securities
or investment selection shall lie with the internatiocnal
equity money managers. Those managers, however, will
operate within investment guidelines which will conform
to the ERISA and other applicable governmental
regulations and will cover three areas: (1)
diversification/quality, (2) restricted transactions and
(3) exemptions.

1. Diversifi i i
a. The international equity fund is limited to
those countries and securities in the Morgan
Stanley CIEAFE Index Fund.

b. Currency Forward contracts may be used to
hedge a portfolio, but not to speculate.

2. R iction
a. Conflicts of interest 1in transactions between
a fiduciary and parties in interest, as

applicable to private pension plans under
Sections 406 and 408 of Title I, ERISA, are
prohibited.

b. No transactions shall be made which threaten
the tax exempt status of the retirement fund.

c. No letter stock shall be borrowed.

d. No funds shall be borrowed.

e. No short sales or margin purchases shall be
made. :
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If in any calendar quarter the turnover in
equity investments exceeds thirty percent
{(30%) of the equity market wvalue, the money
manager will promptly submit to the NDSIB a
detailed explanation of the trading activity.
(For this purpose, turnover shall be
calculated as the ratio of the proceeds eguity
sale to the market wvalue of equities at the
start of the quarter.)

Social and/or Economic Targeted investing is
prohibited unless the investment meets the
Exclusive Benefit Rule and is not prohibited
by BCPPP Board Resolutions. That rule is met

if the following four conditions are
gatisfied:
1. The cost does not exceed the fair market

value at the time of the purchase.

2. The investment provides a falr return
commensurate with the prevailing rate.

3. Sufficient liquidity is maintained to
permit distributions in accordance with
the terms of the plan.

4. The safeguards and diversity that a
prudent investor would adhere to are
present.

3. I ricticn
The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sections 1 and 2,
in writing, to the Bismarck City Police Pension
Plan Board of Trustees’ for its consideration.
International Eguity Performance Qbjectives

The objgctives for the internaticnal eguity investment
portfolio are to achieve an average total investment
return which will:

1.

Exceed the annual rate of inflation by seven (7)
percentage points;

Exceed the return provided by the Morgan Stanley
CIEAFE Index.
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3. Each money manager i1s expected to perform in the
top thirty-fifth (35th) percentile, of a group of
money managers of similar style, as measured by the
NDSIB’s investment measurement consultant.

4, Money managers retained to manage an index fund
portfolie must perform equal to the comparable
index after which the portfolic is structured.

5. Generally, the measurement time period for money
managers shall be a market cycle as measured hy the
NDSIR investment measurement consultant. However,

if a money manager’s organization changes and/or
performance falls significantly behind the market
averages, or the performance of a group of money
managers with gimilar style, then the relationship
with that money manager will be closely
scrutinized.

REAL ESTATE INVESTMENT PHILOSOPHY/OBJECTIVES

Al

Real v n ideld

The respongibility for real estate investment selection
shall 1lie with the real estate managers. Those
managers, however, will operate within i1nvestment

guidelines which will conform to the FERISA and other
applicable governmental regulations and which will cover
three areas: {1) diversification, (2} restricted
transactions and (3) exemptions.

1. Diversification

The investment in Real Estate shall be in an open-
ended or closed-ended Real Estate Equity Fund.

2. Regtrictions
a. No private placements,

b. No transaction shall be made which threatens
the tax exempt status of the retirement fund.

c. Social and/or Economic Targeted investing is
prohibited wunless the investment meets the
Exclusive Benefit Rule and is not prohibited
by BCPPP Board Resclutions. That rule is met
if the following four conditions are
satisfied:
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1. The cost does not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient liquidity is maintained to
permit distributions in accordance with
the terms of the plan.

4, The safeguards and diversity that a
prudent investor would adhere to are
present.

3. Exemptions T¢o Restrictions

The NDSIB may request prior approval for exemptions
to Sections 1 and 2, 1n writing, to the Bismarck
City Police Pension Plan Board of Trustees’ for its
consideration.

Real Estate Performance Objectives

The objectives for the real estate investments are to
achieve an average total investment return which will:

1. Exceed the annual rate of inflation by 3.5
percentage points.

2. Exceed the median return of a Real Estate Data base
as measured by the NDSIB's investment measurement
consultant.

XI. VENTURE CAPITAL INVESTMENT PHILOSOPHY/OBJECTIVES

A,

Venture Capital Investment Gujdelines

The responsibility for venture <capital investment
selections shall lie with the venture capital managers.
Those managers, however, will operate within investment
guidelines which will conform to the ERISA and other
applicable governmental regulations and which cover
three areas: (1) diversification/quality, (2)
restrictions and (3) exemptions to restrictiocns.

1. i Lfi ion 13
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The investment in venture capital shall only be in
limited partnerships.

2. R ricti
a, No private placements.
b. No transaction shall be made which threatens

the tax exempt status of the retirement fund.

c. Social and/or Economic Targeted investing 1is
prohibited unless the investment meets the
Exclusive Benefit Rule and is not prohibited
by BCPPP Board Resolutions. That rule is met
if the following four conditions are
satisfied:

1. The cost deoes not exceed the fair market
value at the time of the purchase.

2. The investment provides a fair return
commensurate with the prevailing rate.

3. Sufficient liguidity is maintained to
permit distributions in accordance with
the terms of the plan.

4. The safeguards and diversity that a
prudent investor would adhere to are
present.

3. Exemptions To Restrictions

The NDSIB may request prior approval for exemptions
to the restrictions outlined in Sections 1 and 2,
in writing, to the Bismarck City Police Pension
Plan Board of Trustees’ for its consideration.

Ventur i rf n i i

The objectives for the venture capital investments are

to achieve an average total investment return which
will:

1. Exceed the annual rate of inflation by ten (10)
percentage poilnts;

2. Exceed the return provided by the Brinson Partners
Venture Asset Index.

17



APPENDIX A

Cash Equivalents

Domestic Eqguities
International Equities
Domestic Fixed Income
International Fixed Income
Real Estate

Venture Capital

1%
44-46%
3%
44-46%
2%
3%
1%



APPENDIX A

Revision of Appendix A to Attachment A, “Statement of Investment Goals, Objectives and Policies
jor the Bismarck City Police Pension Plan®, of the Investment Management Agreement

Approved by the Trustees of the Bismarck City Police Pension Plan on February 5, 1998
and accepted by the North Dakota State Investment Board on February 27, 1998.

Large Cap Domestic Equity 34.3
Small Cap Domestic Equity 10.7
International Equity 5.5
Emerging Markets Equity 2.0
Domestic Fixed Income 30.0
High Yield Fixed Income 5.0
International Fixed Income 4.5
Real Estate 5.0
Venture Capital 3.0
Cash Equivalents 0.0




Attachment A

CITY OF FARGO - FARGODOME PERMANENT FUND

INVESTMENT POLICY STATEMENT

FUND CHARACTERISTICS AND CONSTRAINTS.

The City of Fargo has set aside excess sales tax collections intended for the administration of
the FargoDome in the FargoDome Permanent Fund (Fund). The initial amount in the fund is
approximately $2.8 million with additional deposits of $1 million per year until 2009. No
withdrawals are expected to be made until after 2009 when the sales tax revenue is
discontinued. S " '

RESPONSIBILITIES AND DISCRETION OF THE STATE INVESTMENT BOARD (SIB).

The SIB is charged by faw under NDCC 21-10 with the responsibility of establishing investment
policy and investing the assets of the Fund. The assets are fo be invested in a manner
consistent with the prudent investor rule as provided in NDCC 21-10-07.

At the discretion of the SIB, the Fund's assets may be pooled with other funds. In pooling funds,
the SIB may establish whatever asset class pools it deems necessary with specific quality,
diversification, restrictions, and performance objectives appropriate to the prudent investor rule
and objectives of the funds participating in the pools.

The SIB may delegate investment responsibility to professional money managers. When a
money manager has been retained, the SIB’s role in determining investment strategy and
security selection is supervisory, not advisory.

The SIB is responsible for establishing criteria and procedures and making decisions with
respect to hiring, maintaining, and terminating money managers. This responsibility includes
selecting performance measurement services, consultants, and report formats and
determining the frequency of meetings with managers.

INVESTMENT OBJECTIVES.

The investment objectives are to obtain a reasonable rate of return on the Fund while
maintaining sufficient liquidity to meet known or anticipated financial obligations. Operating
considerations shape the Fund's policies and priorities as outlined below:



Objective #1: Investment income is needed as a funding source. This will be achieved
through a diversified portfolio of high quality fixed income and equity assets.

Objective #2: Growth of capital is needed to provide an inflationary hedge and add to
the growth of the Fund. Capital growth is sought through investment in equities and/or
equity substitutes.

4. STANDARDS OF INVESTMENT PERFORMANCE.

The Fund's investment objectives and liquidity constraints give rise to an asset allocation that is
considered the most likely to achieve the results desired. For evaluation purposes, the following
performance targets will apply:

a. The Fund should produce a rate of return that meets or exceeds the porifolio policy index
defined as 20% Russell 1000 domestic stock index, 12% Russell 2000 domestic small cap
index, 18% First Boston Convertible Securities index, 49% Lehman Government/Corporate
domestic bond index, and 1% 80-day Treasury bills.

b. The annual standard deviation of total returns for the Fund should not exceed that of the policy
portfolio.

5. POLICY AND GUIDELINES.

The asset allocation of the Fund is established by the City of Fargo Finance Committee, with
input from RIO staff. Asset allocation is based upon the appraisal of projected liquidity and
income requirements, and estimates of the investment returns likely to be achieved by the
various asset classes over the next five years.

In recognition of these factors, the following allocation is deemed appropriate for the fund:

Large Cap Domestic Equity _ 23 %
Small Cap Domestic Equity 17 %
Convertible Bonds 10 %
Fixed Income 49 %
Cash Equivalents 1%

Rebalancing of the Fund to this target will be done in accordance with the SIB’s rebalancing
policy.

CATEMM\Fargolome invratment policy .doc



While the SIB is responsible for establishing specific quality, diversification, restrictions, and
performance objectives for the investment vehicles in which the Fund’s assets will be invested, it
is understood that:

a. No derivative instruments or strategies which make use of derivatives which
would cause the portfolio to be in any way leveraged will be used.

b. Derivative use will be monitored to ensure that undue risks are not taken by the
money managers.

C. All assets will be held in custody by the State Investment Board’s master
custodian or such other custodians as are acceptable to the State Investment
Board.

d. No funds shall be borrowed.

e. . No short sales or margin purchases shall be made. . .

6. EVALUATION AND REVIEW.

investment management of the Fund will be evaluated against the Fund’s investment objectives
and investment performance standards. Evaluation will be conducted quarterly by the SIB
through its review of funds participating in the Insurance Trust.

Money managers will be evaluated by the SIB guarterly. In-state meetings will be held with the
money managers at least annually.

Approved by:

CITY OF I;\EGO STATE INVESTM %ﬂﬁ
- /ﬁ# - AL
{Jf’m (o o -/
Kent Costin )Iﬁe Cocfirane

Director of Finance Executivé Director/lnvestment Director, RIO

Date: ?/P’&f/':)y‘ Date: /O-/-0O2

CATEMP\Fargohome lnvestmant policy.doe



ND Retirement and Investment Office

1930 Burnt Boat Drive

i ) P.O. Box 7100
Teachers’ Fund for Retirement Bismarck, ND 58507-7100

State Investment Board Telephone 701-328-9885

Toll Free 800-952-2970

Steve Cochrane, CFA Fay Kopp Fax 701-328-9897
Executive Director Deputy Executive Director www.discovernd.com/rio

Memo

To: Kent Costin, FargoDome Fund
From: Connie Flanagan(‘}k '
Date: March 2, 2004

Re: Adjustment to Investment Guidelines

We are in the process of reviewing all of the Investiment Guideline Statements for the funds
invested by the State Investment Board (SIB). We would like to request a change in the
language in Section 5 of your statement regarding allowable investments.

In subsection “a.” we would like to change the policy “No derivative instruments or strategies
which make use of derivatives which would cause the portfolio to be in any way leveraged
will be used.” We recommend changing it to, “Futures and options may be used to hedge or
replicate underlying index exposure, but not for speculation.”

In subsection “e.” we would like to change the policy “No short sales or margin purchases shall be
made.” We recommend changing it to, “No unhedged short sales or speculative margin purchases
shall be made.”

These changes will facilitate the hiring of an additional large cap domestic equity manager who utilizes
a futures strategy in an enhanced index portfolio. In the essence of time, we request that you indicate

your approval of this change by signing below and returning this memo to us. You may want to keep a
copy for your records. We will send out complete revised guidelines statements in the near future.

\
fon E  id
| approve of the changes indicated above. Signed £ ﬁ“/\/ A A

Date ?// (// o 17,;

RECEIVED
MAR 05 2004

NDRIO



Finance Office
RECEWED P.O. Box 2083

200 3rd Street North
Fargo, North Dakota 58107-2083

MAR 08 7005 Phone: 701-241-1333
Fax: 701-241-1526
NDRIO

March 7, 2005

Steve Cochrane

Executive Director

1930 Burnt Boat Drive
P.O. Box 7100

Bismarck, ND 58507-7100

Dear Steve,

Thank you for calling last week regarding the FargoDome Capital Escrow Fund. I
presented a request to our Finance Committee to eliminate the 10% asset allocation to the
convertible class of assets. Our decision is to increase the equity exposure by 10% so
that our new overall asset allocation is 50% equity and 50% fixed income.

4 Please make this adjustment as soon as possible upon receipt of this letter. For the time
being, you can allocate the 10% increase in the equities into the same equity managers
currently utilized on a proportionate basis.

If you have any questions or concerns about this request, please call me directly at 701-
241-8158.

Sincerely,

/Y/JL " ér]j/m

Kent Costin
Director of Finance

* Uoed 0% W e / YO, prroll Cap apﬁzué :

G/é/

%
Q-" Printed on Recycled paper.



NORTH DAKOTA STATE FIRE & TORNADO FUND

INVESTMENT POLICY STATEMENT

FUND CHARACTERISTICS AND CONSTRAINTS.

The State Fire and Tomado Fund (the Fund) was established in 1919 to insure the various state
industries and political subdivisions against direct physical lass to public buildings, fixtures, and
permanent contents due to the perils named in 26.1-22-02 of the North Dakota Century Code
(NDCC). All state buildings and universities must be covered by the Fund. School districts and
counties may participate at their option.

Funding is primarily provided by annual premiums charged to policy holders in accordance with
NDCC 26.1-22. Premiums are expected to total approximately $3.7 miilion annually, with the
bulk of these premiums received at the beginning of each fiscal year.

Effective August 1993, the state’s boiler inspection program was placed under the direction of
the Insurance Department. The costs of this program are appropriated from the Fund. Fees
collected for boiler inspections and licensing will be the primary source of funding for the
program. The 1995 Legislature added anhydrous ammonia storage faciiities to the Fund's
inspection responsibiiities.

A minimum baiance of $12.0 million must be maintained at alt times. If reserves drop below this

statutory minimum, additional premiums, as specified under NDCC 26.1-22, would be assessed.
This situation must be avoided.

The Fund retains liability for the first $2 million on each and every loss. Any loss over this
amount, up to a maximum of $100 million, is covered by reinsurance through a commercial

reinsurance camier. Reinsurance coverage is re-bid by the Insurance Deparment every two
years.

Claims paid from the Fund are highly unpredictable. Weather damage accounts for the majority
of claims. Fires generally result in the most extensive damage.

Generally, there is a 30-day lead time to prepare for a claim payment. Large claim payments
have a longer lead time and are spread out in multiple payments whenever possible. Total claim
payments and transfers over the last four fiscal years have averaged $4.3 mitlion annuaity.



Operating expenses are paid from the Fund as incurred. These include Fund administration,
boiler inspection program, anhydrous ammonia storage facifity inspections, State Fire Marshail's
Office, and State Firemen's Association. For planning pumoses over the 2003-2005 biennium,
these appropriations were assumed to be $707,288 annually.

The Fund's asset allocation will need to be reviewed at the end of the 2003-2005 biennium for
appropriateness.

RESPONSIBILITIES AND DISCRETION OF THE STATE INVESTMENT BOARD (SiB).

The SIB is charged by law under NDCC 21-10 with the responsibility of éstab!ishing investment
policy and investing the assets of the Fund. The assets are to be invested in a manner
consistent with the prudent investor rule as provided in NDCC 21-10-07.

Al the discretion of the SIB, the Fund’s assets may be pooled with other funds. In pooling funds,
the SIB may establish whatever asset class pools it deems necessary with specific quality,
diversification, restrictions, and performance objectives appropriate to the prudent investor rule
and objectives of the funds participating in the pools.

The SIB may delegate investment responsibility to professional money managers. When a
meoney manager has been retained, the SIB’s role in detemining invesiment strategy and
security selection is supervisory, not advisory. '

The SIB is responsible for establishing criteria and procedures and making decisions with
respect to hiring, maintaining, and terminating money managers. This responsibility includes
selecting perfformance measurement services, consultants, and report formats and
determining the frequency of meetings with managers.

INVESTMENT OBJECTIVES.

The investment objectives of the Fund reflect the long-term nature of the Fund, but also the low
risk tolerance and shorter-term liquidity needs. Operating and statutory considerations shape the
Funds polictes and pricrities as outlined below:

Obijective #1: Investiment income is needed to provide stabiiity for insurance reserves. This will
be achieved through a diversified portfolio of high quality fixed income and equity assets.

Objective #2: Growth of capital is needed to provide an inflationary hedge and add to

the growth of surpius. Capital growth will be sought through investment in equities and/or
equity substitutes. '

fs.2



QObjective #3: Sufficient liquidity is to be maintained to meet known or anticipated
financial obiigations and preserve the value of the surplus. Cash equivalent investments
will be used to achieve this objective.

Objective #4: The risk of violating the statutory minimum balance requirement of $12,000,000
is to be minimized. This will be achieved by an asset allocation consistent with this objective.

STANDARDS OF INVESTMENT PERFORMANCE.

The Fund's investment objectives and liquidity constraints give rise to an asset allocation that is
considered the most likely to achieve the results desired. For evaluation purposes, the following
performance targets will apply:

. The Fund should produce a rate of retum that meets or exceeds the portfolio policy index
defined as 15% S&P 500 domestic stock index, 5% Russell 2000 domestic small cap index,

10% MSCI EAFE international stock index, 10% First Boston Convertible Securities index,

£0% Lehman Government/Corporate domestic bond index, and 10% 90-day Treasury bills.

. The annual standard deviation of total retums for the Fund should not exceed that of the policy
partfolio.

POLICY AND GUIDELINES.

The asset allocation of the State Fire & Tomado Fund is established by the SiB, with input
from the Insurance Depariment. Asset allocation is based upon the appraisai of projected
liquidity and income requirements, and estimates of the investment retums likely to be
achieved by the various asset classes over the next five years.

In recognition of these factors, the following allocation is deemed appropriate for the fund:

Large Cap Domestic Equity 15%
Small Cap Domestic Equity 5%
Convertible Bonds | 10 %
International Equity 10 %
Fixed Income 50 %
Cash Equivalents 10 %

Rebalancing of the Fund to this target will be done in accordance with the SIB's rebalancing
policy.



While the SIB is responsible for establishing specific quaiity, diversification, restrictions, and
performance obiectives for the investment vehicles in which the Fund's assets will be invested, it
is understood that:

a. No derivative instruments or strategies which make use of dernvatives which
wauld cause the postfolio to be in any way leveraged will be used.

b. Derivative use will be monitored to ensure that undue risks are not taken by the
money managers.

c. All assets will be held in custody by the State Investment Board’'s master
custodian or such other custodians as are acceptable to the State Investment
Board.

d. No funds shall be barrowed.

e. No short sales or margin purchases shall be made.

EVALUATION AND REVIEW.

Investment management of the Fund will be evaluated against the Fund’s investment objectives
and investment pesformance standards. Evaluation will be conducted quarterly by the SIB
through its review of funds participating in the Insurance Trust.

Money managers will be evaluated by the SIB quarterly. In-state meetings will be held with the
money managers at least annuaily.

Approved by:

DEPARTMENT STATE INVE T BOARD
ve ZocHrane —
ssioner of Insurance Ex ive Directorfinvesiment Director, RIO

ll\""‘{ X Date: 4,2 7-© %



ND Retirement and Investment Office

1930 Burnt Boat Drive

Teachers’ Fund for Retirement Bismarck, Ngggl;g;;igg

State Investment Board Telephone 701-328-9885

Toll Free 800-952-2970

Steve Cochrane, CFA Fay Kopp Fax 701-328-9897
Executive Director Deputy Executive Director www.discovernd.com/rio

RECEIVED

M e mo MAR 05 2004 RECEIVED

NDRIO MAR - 2 2004

Commissioner of Insurance
State of North Dakota

To: Ken Rood, Insurance Dept Funds

From: Connie Flanagan C gv/
Date: March2,2004

Re: Adjustment to Investment Guidelines

We are in the process of reviewing all of the Investment Guideline Statements for the funds
invested by the State Investment Board (SIB). We would like to request a change in the
language in Section 5 of your statement regarding allowable investments.

In subsection “a.” we would like to change the policy “No derivative instruments or strategies
which make use of derivatives which would cause the portfolio to be in any way leveraged

will be used.” We recommend changing it to, “Futures and options may be used to hedge or
replicate underlying index exposure, but not for speculation.”

In subsection “e.” we would like to change the policy “No short sales or margin purchases shall be
made.” We recommend changing it to, “No unhedged short sales or speculative margin purchases
shall be made.”

These changes will facilitate the hiring of an additional large cap domestic equity manager who utilizes
a futures strategy in an enhanced index portfolio. In the essence of time, we request that you indicate

your approval of this change by signing below and returning this memo to us. You may want to keep a
copy for your records. We will send out complete revised guidelj tements in the near future.

Y A
77

| approve of the changes indicated above. Sign

Dat




NORTH DAKOTA HEALTH CARE TRUST FUND

INVESTMENT POLICY STATEMENT

FUND CHARACTERISTICS AND CONSTRAINTS.

Through the passage of House Bill 1196, the 2001 North Dakota Legislature created a special
fund, in the state treasury, known as the North Dakota Health Care Trust Fund. The fund
consists of revenue received from government nursing facilities for remittance to the fund
under section 50-24.4-30. Section 13 of House Bill 1196 provides that the state investment
board shall invest moneys in the fund in accordance with chapter 21-10, and the income
earmned must be deposited in the North Dakota Health Care Trust Fund.
All moneys deposited in the trust fund are available to the department of human services for
payment as authorized by legislative appropriations and for transfer to the long-term care
facility loan fund as authorized by legislative appropriation.

RESPONSIBILITIES AND DISCRETION OF THE STATE INVESTMENT BOARD (SIB).

The S1B is charged by law under NDCC 21-10 with the responsibility of establishing investment
policy and investing the assets of the Fund. The assets are to be invested in a manner
consistent with the prudent investor rule as provided in NDCC 21-10-07.

At the discretion of the SIB, the Fund’s assets may be pooled with other funds. In pooling funds,
the SIB may establish whatever asset class pools it deems necessary with specific quality,
diversification, restrictions, and performance objectives appropriate to the prudent investor rule
and objectives of the funds participating in the pools.

The SIB may delegate investment responsibility to professional money managers. When a
money manager has been retained, the SiB’'s role in determining investment strategy and
security selection is supervisory, not advisory.

The SIB is responsible for establishing criteria and procedures and making decisions with
respect to hiring, maintaining, and terminating money managers. This responsibility includes
selecting performance measurement services, consultants, and report formats and
determining the frequency of meetings with managers.

INVESTMENT OBJECTIVES.

The investment objectives are to obtain a reasonable rate of retum on the Fund while
maintaining sufficient liquidity to meet known or anticipated financial obligations. Operating and
statutory considerations shape the Fund’s policies and priorities as outlined below:

(==



Objective #1: Sufficient liquidity is to be maintained to meet known or anticipated financial
obligations and preserve the value of the surplus. Cash equivalent investments will be used to
achieve this objective.

Objective #2; Investment income is needed to provide stability for the fund. This will be
achieved through investment in certificates of deposit and cash equivalents.

POLICY AND GUIDELINES.

The asset allocation of the North Dakota Health Care Trust Fund is established by the SIB,
with input from the North Dakota Department of Human Services. Asset allocation is based
upon the appraisal of projected liquidity and income requirements, and estimates of the
investment returns likely to be achieved by the various asset classes over the next five years.

In recognition of these factors, the following allocation is deemed appropriate for the fund:

Cash Equivalents and CD’s 100%

Rebalancing of the Fund to this target will be done in accordance with the SIB’s rebalancing
policy.

While the SIB is responsible for establishing specific quality, diversification, restrictions, and
performance objectives for the investment vehicles in which the Fund's assets will be invested, it
is understood that:

a. No derivative instruments or strategies which make use of derivatives which would
cause the portfolio to be in any way leveraged will be used.

b. Derivative use will be monitored to ensure that undue risks are not taken by the money
managers.
C. All assets will be held in custody by the State Investment Board’s master custodian or

such other custodians as are acceptable to the State Investment Board.

d. No funds shall be borrowed.

e. No short sales or margin purchases shall be made.



EVALUATION AND REVIEW.

Investment management of the Fund will be evaluated against the Fund’s investment.
Evaluation will be conducted quanerly by the SIB through its review of funds participating in the
Insurance Trust.

Money managers will be evaluated by the SIB quarterly. In-state meetings will be held with the
money managers at least annually.

Approved by:

ND DEPAF:'(M/ENT OF HUMAN SERVICES STATE IN} ;Zﬂﬂﬂ

Carol K Olson /S‘lég%:éhran;

Executive Director Exg€utive Director/ClO, RIO

Date: 2;41 f /53 Date: 425 -03



NORTH DAKOTA INSURANCE REGULATORY TRUST FUND

INVESTMENT POLICY STATEMENT

FUND CHARACTERISTICS AND CONSTRAINTS.

The Insurance Regulatory Trust Fund (the Fund) was established for use by the Insurance
Department to defray the exper:ses incurred in discharging its duties as described in NDCC
26.1.

Funding is provided primarily through the collection of fees and fines as specified in NDCC
26.1-01-07.1. Fees and other collections are expected to total approximately $3.5 million
annually, with the bulk of this income received in the second half of each fiscal year.
Eamings from investments are also considered a funding source.

There is no statutory minimum balance for this fund. However, the Insurance Department
relies entirely on the Fund to meet all operating expenses. Therefore, sufficient liquidity and

risk control must be maintained at all times to ensure the solvency of the Insurance
Department. :

In accordance with NDCC 26.1-01-07.1 any cash balance in the Fund after all current
biennium expenditures are met must be carried forward for the succeeding biennium.
However, when the balance at the end of the biennium exceeds $1.0 million, any excess
will be transferred to the general fund in the state treasury. Such transfers are generally
made at the end of September or during the first two weeks of October.

Operating expenses are paid from the Fund as incurred. For planning purposes over the
2003-2005 biennium, these appropriations were assumed to be $2.7 million annually.

The Fund's asset allocation will need to be reviewed at the end of the 2003-2005
biennium for appropriateness.

RESPONSIBILITIES AND DISCRETICN OF THE STATE INVESTMENT BOARD (SiB)
The 3IB is charged by law under NDCC 21.10 with the responsibility of establishing
investment policy and investing the assets of the Fund. The assets are to be invested in a

manner consistent with the prudent investor rule as provided in NDCC 21-10-07.

At the discretion of the SIB, the Fund's assets may be pooled with other funds. In
pooling funds, the SIB may establish appropriate asset class pools designed to provide



specific quality and diversification guidelines, restrictions, and performance objectives
consistent with the goals of the funds participating in the pools

The SIB may delegate investment responsibility to professional money managers. When a
money manager has been retained, the SIB's role in determining investment strategy and
security selection is supervisory, not advisory.

The SIB is responsible for establishing criteria and procedures and making decisions with
respect to hiring, maintaining, and terminating money managers. This responsibility
includes selecting performance measurement services, consultants, and report formats
and determining the frequency of meetings with managers.

INVESTMENT OBJECTIVES.

The investment objectives of the Fund reflect moderate risk tolerance and short-term
liquidity needs. The increasing need to augment fee income as growth in expenses out
paces traditional funding sources is also recognized.

Objective #1: Investment income is needed as a funding source. This will be achieved
through a diversified portfolio of high quality fixed income and equity assets.

Objective #2: Growth of capital is needed to provide an inflationary hedge and add to
the growth of the Fund. Capital growth is sought through investment in equities and/or
equity substitutes.

Objective #3: Sufficient liquidity is to be maintained to meet known or anticipated
financial obligations. Cash equivalent investments will be used to achieve this objective.

STANDARDS OF INVESTMENT PERFORMANCE.

The Fund's investment objectives and liquidity constraints give rise to an asset allocation
that is considered the most likely to achieve the results desired. For evaluation purposss,
the following perfcrmance targets will apply:

a. The Fund should produce a rate of return that meets or exceeds the portfolio
policy index defined as 10% S&P 500 domestic stock index, 5% Russell 2000
domestic small cap index, 10% MSCI EAFE intemational stock index, 10% First
Boston Convertible Securities index, 30% Lehman Government/Corporate
domestic bond index, and 35% S90-day Treasury bills.

b. The annual standard deviation of total returms for the Fund should not exceed
that of the policy porifolio.



POLICY AND GUIDELINES.

The asset allocation of the state Insurance Regulatory Trust Fund is established by the
SIB, with input from the Insurance Department. Asset allocation is based upon the
appraisal of projected liquidity and income requirements, and estimates of the investment
returns likely to be achieved by the various asset classes over the next five years.

In recognition of these factors, the following allocation is deemed appropriate for the
fund:

Large Cap Domestic Equity 10 %
Small Cap Domestic Equity 5 %
Convertible Bonds 10 %
International Equity 10 %
Fixed Income 30 %
Cash Equivalents 35 %

Rebalancing of the Fund to this target will be done in accordance with the SiB's
rebalancing policy.

While the SIB is responsibie for establishing specific quality, diversification, restrictions,
and performance objectives for the investment vehicles in which the Fund's assets will be
invested, it is understood that:

a. No derivative instruments or strategies which make use of derivatives which
would cause the portfoiio to be in any way leveraged will be used.

b. Dernivative use will be monitored to ensure that undue risks are not taken by the
money managers.

C. All assets will be held in custody by the State Investment Board's master
custodian or such other custodians as are acceptable to the State Investment
Board.

d. Mo funds shall be borrowed.

[¥8]



8. No short sales or margin purchases shall be made.

EVALUATION AND REVIEW.

investment management of the Fund will be evaluated against the Fund's investment
objectives and investment performance standards. Evaluation will be conducted quarterly
by the SIB through its review of funds participating in the Insurance Trust.

Money managers hired by the SIB will be evaluated by the Board guarterly. In-state
meetings will be held with the money managers at least annually.

Approved by:
INSUR DEPARTMENT STATE INVESTMENT BOARD
Yooiman ~Steve’Cdchrane
issioner of Insurance Exécutive Director/investment Director, RIO

"'Iul" Date: £ -2 7-0X
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ND Retirement and Investment Office

1930 Burnt Boat Drive

Teachers’ Fund for Retirement Bismarck, Ngggl;g;;igg

State Investment Board Telephone 701-328-9885

Toll Free 800-952-2970

Steve Cochrane, CFA Fay Kopp Fax 701-328-9897
Executive Director Deputy Executive Director www.discovernd.com/rio

RECEIVED

M e mo MAR 05 2004 RECEIVED

NDRIO MAR - 2 2004

Commissioner of Insurance
State of North Dakota

To: Ken Rood, Insurance Dept Funds

From: 